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The   Legislative  Audit  Committee 
of  the  Montana   Legislature: 

This  is  our  limited  scope  performance  audit  of  the  Divi- 
sion of  Workers'  Compensation  of  the  Department  of  Labor  and 
Industry. 

This  report  contains  recommendations  concerning  division 
procedures  primarily  in  relation  to  claims  processing,  data 
processing  controls,  and  management  controls.  It  also  pre- 
sents information  and  conclusions  on  areas  of  legislative  inter- 
est. Division  responses  to  recommendations  are  contained  at 
the  end  of  the   report. 

We  wish  to  express  our  appreciation  to  the  staff  of  the 
division   for  their  cooperation  and  assistance. 


Respectfully   submitted. 


Scott  A.    Seacat 
Legislative  Auditor 
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OFFICE  OF  THE  LEGISLATIVE  AUDITOR 

LIMITED   SCOPE  PERFORMANCE  AUDIT 

DIVISION  OF  WORKERS'   COMPENSATION 
REPORT   SUMMARY 

An  expanded  scope  audit  of  the  Division  of  Workers' 
Compensation  was  requested  by  the  Legislative  Audit  Committee.  The 
expanded  scope  audit  included  financial-compUance  and  performance 
audit  issues  which  address  specific  functions  of  the  division.  In 
addition,  the  division  requested  a  review  of  the  system  development 
for  a  new  database  system  for  claims  management.  A  separate  report 
on  the  financial-compUance  audit  was  issued  in  March  1987  and  some 
of  the  committee's  concerns  were  addressed  in  that  report. 

Audit  work  for  this  report  focused  on  the  State  Compensation 
Insurance  Fund  (Plan  III)  processing  systems.  We  concentrated  our 
work  in  the  area  of  work  load  and  work  flow  within  the  division. 
This  work  was  coordinated  with  the  systems  development  review  we 
completed  on  the  new  database  system  being  implemented  by  the 
division.  This  report  contains  eight  chapters  and  seventeen 
recommendations  to  the  division.  The  following  sections  summarize  by 
chapter  the  results  of  our  limited  scope  performance  audit. 

Chapter  II   -  Work  Load /Work  Flow  Analysis 

We  reviewed  the  flow  of  claims  in  each  appUcable  section  of  the 
division,  including  General  Services  (Mail  Room),  Accident  Cataloging, 
Pohcy  Services ,  Information  Services  ( Statistics  and  Data  Entry) ,  File 
Room  Services,  Claims  Management,  Reserve  Analyst,  and  Clerical 
Support  (Compensation  Unit  and  Receptionists).  In  addition,  we 
reviewed  the  Legal  Section  of  the  State  Insurance  Fund  Bureau.  In 
each  of  these  areas  we  reviewed  organizational  controls,  work  load 
and  staff  levels,  adequacy  of  procedures,  and  any  work  flow  problem 
areas.  We  found  the  work  load  in  all  areas  of  the  division  has 
increased  significantly  from  fiscal  year  1982-83  to  the  present.  This 
chapter  contains  eleven  recommendations  to  the  division. 
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File  Room 

The  file  room  responsibilities  include  circulating  files  to  all 
applicable  sections  in  the  State  Insurance  Fund  Bureau.  We  found 
timely  purging  of  old  and  inactive  files  from  mechanical  file  retrievers 
has  not  taken  place.  Untimely  creation  of  microfiche  for  old  files  has 
resulted  from  limited  space  and  limited  file  purging.  Division 
management  has  not  developed  a  formal  purging  schedule  to  prevent 
overcrowding.  Developing  a  required  purging  and  microfiche  schedule 
would  provide  more  available  space  for  active  files,  eliminate  the  need 
for  stacking  "thick"  files  in  a  separate  area,  and  clear  more  storage 
space . 

We  found  that  adequate  shelving  and  counter  space  are  not 
available  for  returning  and  sorting  files.  Numerous  files  are  stacked 
along  walls,  under  counters,  or  under  automated  file  retrievers. 
Returned  files  are  stacked  three  or  four  feet  high  on  a  small  return 
counter.  We  recommend  the  division  evaluate  the  space  allocation  for 
the  file  room  and  provide  adequate  space  and  shelving. 

Claims  Management 

During  last  year  a  "file  routing"  form  was  developed  for  use  in 
tracking  movement  of  each  file  and  to  keep  files  moving.  Although  it 
is  designed  to  promote  a  more  efficient  system,  all  claims  examiners 
are  not  presently  required  to  use  the  form.  Files  are  often  marked  by 
stick-on  tabs  denoting  only  the  next  step  instead  of  the  entire  review. 
By  requiring  use  of  the  file  routing  form  for  all  files,  time  lags  in 
receiving  files  could  decrease  and  more  efficient  use  of  file  room  staff 
time  should  ensue. 

A  second  concern  noted  related  to  limited  space  and  its  current 
utilization.  Claims  examiners  are  currently  located  in  small  cubicles 
which  provide  limited  storage  and  shelving  area  for  storing  files 
needed  for  review  or  litigation.  To  promote  system  efficiency,  more 
efficient  work  areas  and  shelving  should  be  provided.  Work  areas 
should  be  evaluated  and  adjusted  when  the  new  database  system  goes 
into  effect  and  the  planned  reorganization  is  implemented. 
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During  the  course  of  our  audit,  we  found  no  standard  work  flow 
policies  or  procedures  are  used  by  claims  examiners.  Specific  policies 
and  procedures  provide  more  assurance  that  job  duties  are  performed 
consistently,  and  provide  a  valuable  training  tool  for  new  employees. 
We  recommend  the  division  develop  apphcable  formal  policies  and 
procedures  for  claim  processing  in  the  claims  management  section. 

Medical  Payments  Section 

The  division  uses  a  uniform  identification  code  on  the  bill  to 
identify  the  services  provided  by  the  vocational  rehabiUtation  provider. 
Vocational  rehabilitation  providers  do  not  currently  include  the 
identification  code  on  their  bills,  therefore  the  technicians  must 
determine  the  proper  code.  In  addition,  the  medical  payments 
technicians  do  not  verify  the  propriety  of  the  amounts  billed  by 
vocational  rehabihtation  providers.  The  technicians  assume  the 
amounts  billed  represent  those  negotiated  in  contracts  between  the 
division  and  provider.  Lack  of  verification  could  result  in  an 
overpayment  to  the  vocational  rehabilitation  providers.  We  recommend 
the  division  establish  controls  over  the  payment  of  vocational 
rehabilitation  provider  bills. 

Reserve  Analyst 

Due  to  various  duties  required  of  the  Reserve  Analyst  there  is 
not  adequate  time  for  the  analyst  to  review  files  as  scheduled.  Criteria 
established  by  the  division  require  the  Reserve  Analyst  to  review 
active  clEiim  reserves  every  six  months  to  one  year  and  inactive  claims 
at  the  end  of  six  months.  We  found  the  reserves  on  inactive  cases 
have  not  been  reviewed  in  a  timely  manner.  The  division  should 
evaluate  job  duties  of  the  Reserve  Analyst  to  allow  sufficient  time  for 
the  review  of  reserves  for  workers'  compensation  claims. 

Setting  of  reserves  is  primarily  the  function  of  the  Reserve 
Analyst.  The  division  does  not  have  a  formal  system  estabUshed  to 
ensure  consistency  and  propriety  of  the  amounts  or  determinations 
made    on    individual    cases.       The    division    lacks       controls    over    the 
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reserve  setting  process  and  should  establish  formal  review  procedures 
for  the  reserve  process. 

Currently,  the  division  does  not  compile  or  maintain  historical 
data  on  related  reserve  amounts.  Historical  data  could  provide  the 
Reserve  Analyst  vdth  comparative  criteria  for  use  in  evaluating  and 
setting  the  estimated  future  reserves  for  specific  injury  types. 
Without  this  data,  no  method  currently  exits  for  any  comparisons  or 
stixdies  of  the  reserves  or  their  adequacy  by  the  Reserve  Analyst. 
Although  the  current  computer  system  does  not  compile  this  data,  we 
recommend  the  division  provide  for  it  in  the  new  computer  system 
currently  being  estabUshed. 

Other  Areas 


Currently  the  division  manually  processes  compensation  checks. 
Information  obtained  from  the  hard  copy  of  individual  files  is  manually 
typed  onto  checks.  Manual  processing  combined  with  high  volume  of 
compensation  checks  increases  potential  for  clerical  errors  and  for 
delays  in  raaihng  checks.  Because  of  the  repetitive  nature  of  bi- 
weekly compensation  payments,  we  recommend  the  division  develop  an 
automated  system  to  increase  the  speed  and  efficiency  for  processing 
compensation  checks. 

The  division's  receptionists  answer  the  telephone  and  either 
provide  general  information  to  callers,  take  messages,  or  transfer  the 
calls  to  appropriate  individuals.  The  division's  present  telephone 
system  is  not  adequate  to  accommodate  all  incoming  phone  calls.  A 
study  completed  by  the  Commissioner's  Office  of  the  department 
recommended  the  division  purchase  and  install  a  "phone  stacker."  This 
recommendation  was  not  implemented  because  the  division  believed  the 
public  would  rather  reach  a  busy  signal  than  pay  for  the  call.  We 
believe  the  division  should  implement  the  study  recommendation  and 
generally  evaluate  the  adequacy  of  its  existing  phone  system. 

The  State  Fund  Legal  Section  is  responsible  for  all  legal  duties 
of  the  bureau  including  dealing  with  outside  legal  counsel,  litigating 
cases,  and  interpreting  related  court  decisions.  Work  load  in  the 
Legal    Section    increased    74    percent    in    the    last    three   years.       The 

S-4 


increasing  work  load  has  forced  the  division  to  refer  cases  to  outside 
legal  firms. 

The  cost  associated  with  outside  firms  is  considerably  higher  than 
staff  attorneys.  Based  on  higher  costs  of  outside  legal  counsel  and 
time  required  to  monitor  these  contracts,  we  determined  the  division 
should  evaluate  legal  costs  to  determine  if  more  staff  is  needed.  In 
order  it  identify  outside  legal  expenses,  the  division  should  code 
contracted  legal  expenditures  to  the  proper  expenditure  object  in 
accordance  with  state  accounting  policy. 

Chapter  III  -  Benefits  and  Benefit  Categories 

We  reviewed  the  process  and  procedures  (including  applicable 
state  laws  and  rules)  used  by  the  division  to  place  claimants  in 
specific  benefit  categories  and  to  set  the  claimant's  wage  compensation 
benefits.  Some  changes  were  made  to  the  weekly  benefit  rates  for  the 
benefit  categories  by  Senate  Bill  315  (Chapter  464,  Laws  of  1987) 
recently  passed  by  the  1987  Legislature.  The  law  imposes  a  two-year 
freeze  at  the  fiscal  year  1986-87  rates  and  provides  for  a  cost-of- 
living  increase  for  permanent  total  cases. 

Lump  Sum  Settlements 

We  reviewed  the  lump  sum  procedures  and  the  reserves 
established  for  claims  with  lump  sum  settlements.  We  reviewed  a 
sample  of  cases  to  evaluate  the  lump  sum  settlement  procedures.  The 
entire  settlement  amount  was  set  aside  in  the  reserve  for  pa5mients  in 
either  biweekly  or  lump  sum.  The  reserve  amount  established  for 
permanent  total  claims  is  discounted  at  seven  percent.  The  reserves 
for  all  other  claim  types  are  established  at  the  entire  amount, 
including  lump  sum  settlements ,  biweekly  payments ,  or  both .  Based  on 
our  review,  we  did  not  identify  any  concerns  with  the  division's 
procedures  for  estabUshing  reserves  for  lump-sum  settlements. 

Claims  Management 

Claims  management  is  the  process  used  by  the  division  to  receive 
claims,  determine  if  injuries  are  work  related,  determine  compensation 
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rates  and  durations,  authorize  payments,  and  resolve  disputes  related 
to  payments. 

We  found  the  division  has  a  reasonable  process  for  assigning 
claims  to  claims  examiners  and  for  reviewing  the  decisions  of  claims 
examiners.  The  process  for  bringing  a  case  to  conclusion  can  be 
cumbersome  but  this  appears  to  be  related  more  to  the  negotiation 
process  rather  than  to  any  particular  fault  of  the  division.  Based  on 
our  review  of  a  sample  of  cases,  it  appears  the  division  places 
claimants  in  the  proper  categories  and  pays  proper  wage  compensation 
benefits . 

Compensation  Confirmations 

As  a  part  of  our  expanded  audit,  we  confirmed  a  random  sample 
of  compensation  payments  made  during  fiscal  year  1985-86.  We  sent 
five  hundred  confirmation  letters  as  a  randomly  selected  representative 
sample  of  over  75,000  payments  made  during  the  fiscal  year.  Over  300 
confirmation  letters  were  completed  and  returned  for  a  response  rate 
of  63  percent.  We  found  no  instances  of  incorrect  payments  or 
payees .  Based  on  these  results  there  is  a  high  probabiUty  the  division 
paid  and  distributed  the  proper  amount  of  wage  compensation  benefits 
during  fiscal  year  1985-86. 

Chapter  IV  -  Administrative  Costs 

We  analyzed  the  administrative  costs  allocated  to  the  State 
Compensation  Insurance  Fund  to  determine  if  they  appeared  reasonable . 
The  analysis  included  a  review  of  the  allocation  method  used  and  a 
comparison  of  operating  ratios  to  seven  other  states  with  similar 
workers'  compensation  insurance  programs.  Montana's  state  fund 
administrative  costs  appear  comparable  to  workers'  compensation  funds 
administered  in  other  states  and  reasonable  when  based  on  dollar 
benefits  paid  and  premiums  earned.  Based  on  our  limited  review  of 
Montana's  administrative  costs  and  the  comparisons  to  funds 
administered  by  other  states,  we  do  not  believe  the  administrative 
costs  are  excessive. 
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Chapter  V  -  Premium  Process 

We  reviewed  the  division's  process  for  setting  employer  premium 
rates.  Our  objectives  were  to  determine  the  reasonableness  of  the 
process  and  the  consistency  with  which  it  is  applied  to  all  employers 
insured  by  the  State  Compensation  Insurance  Fund  (SCIF). 

Experience  Factors 

We  examined  procedures  used  to  determine  manual  premium  rates 
for  each  payroll  classification  and  experience  modification  factors  for 
SCIF  poUcyholders .  We  specifically  reviewed  the  procedures  used  for 
the  rate  increase  effective  January  1,  1987.  Based  on  our  review  we 
determined  the  procedures  used  by  the  SCIF  to  establish  premium  rates 
are  reasonable.  However,  the  division  modified  the  recommended 
premium  rates  for  January  1987  and  the  established  rates  were  not 
adequate  as  discussed  in  our  financial-compliance  audit  report  (86-10, 
March,    1987). 

Pohcy  Services 

Claims  are  initially  received  in  Accident  Cataloging  where  they 
are  assigned  an  accident  number.  The  claim  is  then  sent  to  Policy 
Services.  An  employer  representative  examines  the  claim  and  assigns 
an  employer  classification  code.  A  potential  problem  exists  because 
employers  can  avoid  purchasing  adequate  insurance  coverage  until  an 
accident  occurs.  Because  the  division's  current  system  provides  after- 
the-fact  controls,  and  no  sanctions  against  employers,  the  division 
should  evaluate  the  need  for  stronger  controls  over  employers 
obtaining  proper  coverage. 

Interest  On  Overdue  Premiums 

The  division  does  not  charge  interest  on  overdue  workers' 
compensation  premiums.  Our  analysis  indicates  the  state  fund  lost 
interest  income  of  approximately  $29,000  in  fiscal  year  1985-86.  We 
recommend  the  division  charge  interest  on  overdue  premium  accounts 
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or  seek  statutory  authority  to  assess  penalties  on  overdue  premium 
accounts . 

Chapter  VI  -  Uninsured  Employers 

One  of  the  specific  workers'  compensation  issues  raised  by 
legislators  related  to  uninsured  employers.  An  uninsured  employer  is 
an  employer  who  either  by  oversight  or  purposefully,  does  not  obtain 
workers'  compensation  coverage.  The  Uninsured  Employers'  Fund  was 
established  by  law  in  1977.  The  purpose  of  the  fund  is  to  pay  an 
injured  employee  of  an  uninsured  employer  the  same  benefits  as  if  the 
employer  had  been  properly  insured.  The  fund  receives  funding  from 
penalties  charged  to  uninsured  employers. 

The  Uninsured  Employers'  Fund  has  been  insolvent  since  January 
1981.  The  fund  balance  has  been  increasing  (as  of  December  31,  1986 
the  balance  was  approximately  $874,000),  but  there  is  not  enough  to 
cover  the  estimated  Liability  of  $1.6  milUon .  Since  the  fund  was 
declared  insolvent,  only  one  court-ordered  settlement  has  been  paid 
from  the  fund. 

Uninsured  Employers'  Program 

The  uninsured  employers'  program  is  a  unit  under  the  Policy 
Compliance  Section  of  the  Insurance  Compliance  Bureau.  A  major  part 
of  the  uninsured  employers'  program  involves  following  up  on  claims 
submitted  by  injured  employees  of  uninsured  employers .  In  addition  to 
attempting  to  collect  benefits  for  uninsured  claimants,  the  unit  locates 
the  uninsured  employers  of  these  claimants  to  collect  penalties  for  the 
period  of  time  they  were  without  coverage. 

The  Chief  of  the  Insurance  Compliance  Bureau  indicated  the 
division  plans  to  do  more  in  the  area  of  uninsured  employers  in  fiscal 
years  1987-88  and  1988-89.  The  division  considered  adding  another 
claims  investigator  and  having  more  work  done  by  the  Audit  Bureau. 
Audit  Bureau  expenditures  related  to  uninsured  employers  currently 
average  around  $12,000  per  year.  According  to  division  officials,  this 
will  increase   to  over   $100,000  per  year.      Because   of  the  additional 
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emphasis    in    this    area,    it    may    be   appropriate    for    the    division    to 
evaluate  the  funding  for  the  Uninsured  Employers'  Unit. 

Chapter  VII  -  New  Database  System 

During  the  fall  of  1979  the  division  performed  a  preliminary 
needs  study  relating  to  the  State  Insurance  Fund  claims  process, 
objectives,  and  problems.  The  division  identified  a  need  for  an 
improved  automated  system  as  a  result  of  this  study. 

In  1980  the  division  determined  the  current  system  could  not  be 
revised  to  meet  needs  and  decided  to  develop  a  new  system.  At  that 
time,  the  division  entered  into  a  development  agreement  with  the 
Department  of  Administration's  Systems  Development  Bureau  (SDB). 

The  objectives  of  our  audit  work  were  to:  1)  determine  if 
management  followed  a  controlled  approach  to  systems  development; 
2)  determine  the  adequacy  of  system  security;  and  3)  evaluate  the 
reasonableness  of  proposed  organizational  changes  for  maintaining  an 
adequate  segregation  of  functions. 

Systems  Development 

We  found  that  Systems  Development  Bureau  (SDB)  did  not 
formally  present  the  division  with,  nor  did  the  division  request 
alternatives  relating  to  the  design  of  the  system.  Specifically,  no 
cost /benefit  analysis  was  performed  to  determine  the  feasibility  of 
using  other  alternatives  such  as  outside  consultants  or  service  bureaus . 

The  new  system  could  be  improved  in  the  area  of  suspense  files 
and  in  the  method  of  establishing  reserves.  Specifically  we  noted  that 
although  the  new  system  provides  a  suspense  file  for  rejected  medical 
payments,  it  should  be  modified  to  provide  a  suspense  file  for  rejected 
reserve  transactions,  compensation  payments  and  medical  payment 
financial  adjustments.  The  process  of  establishing  reserves  did  not 
change  from  the  current  system  except  the  Reserve  Analyst  will 
establish  reserves  through  direct  data  entry.  The  new  system  should 
automatically  set  the  average  reserves  for  all  new  claims  without  data 
entry.  The  Reserve  Analyst  could  then  review  cases  as  necessary  to 
refine  the  reserve  estimate. 
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Based  on  the  extensive  size  of  the  system,  the  extended  period  of 
time  over  which  development  has  taken  place,  and  concerns  noted  in 
this  section  we  recommend  the  division  complete  a  post  implementation 
review.  A  post  implementation  review  should  include  items  such  as 
flow  charts  of  manual  procedures,  and  a  review  of  operations  manuals, 
security  procedures,   application  controls,   and  accuracy  of  forms. 

Security 

A  good  security  system  includes  written  poUcies  and  procedures; 
documentation  which  allows  determination  of  compliance  with  policies 
and  procedures;  and  periodic  monitoring  of  user  activity.  In  our 
review  of  the  new  system  security,  we  noted  a  need  for  the  division 
to  revise  its  security  poUcies  to:  1)  stress  logging  off  an  unattended 
terminal;  2)  maintain  and  periodically  review  adequate  security 
documentation;  and  3)   monitor  adherence  to  the  password  poUcy. 

Chapter  VIII  -  Additional  Management  Controls 

Many  of  our  concerns  from  previous  chapters  and  our  discussion 
in  this  chapter  show  that  management  of  the  division  could  be 
improved.  The  workers'  compensation  process  is  a  complex  operation 
which  makes  management  more  difficult.  Because  of  the  complexity 
and  limited  resources ,  division  management  has  concentrated  its  efforts 
on  areas  it  has  estabUshed  as  high  priorities.  This  has  resulted  in  a 
reactive  management  approach  which  improved  division  operations  in 
some  areas  but  has  also  neglected  other  areas.  We  believe  the 
division  could  make  improvements  in  management  controls  in  the  areas 
of  poUcies  and  procedures,   communications,  and  training. 
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CHAPTER   I 
INTRODUCTION 

An  expanded  scope  audit  of  the  Division  of  Workers' 
Compensation  was  requested  by  the  Legislative  Audit  Committee.  The 
expanded  scope  audit  included  financial-compliance  and  performance 
audit  issues  which  address  specific  functions  of  the  division.  In 
addition,  the  division  requested  a  review  of  the  system  development 
for  a  new  database  system  for  claims  management.  A  separate  report 
on  the  financial-compUance  audit  was  issued  in  March  1987  and  some 
of  the  committee's  concerns  were  addressed  in  that  report. 

BACKGROUND 

The  Industrial  Accident  Board  administered  the  workers' 
compensation  laws  from  1915  until  the  Division  of  Workers' 
Compensation  (division)  was  created  as  part  of  the  Department  of 
Labor  and  Industry  under  the  Executive  Reorganization  Act  of  1971. 
The  division  is  attached  to  the  department  for  administrative  purposes 
only.  Its  primary  duties  include  providing  compensation  and  medical 
payments  to  workers  injured  in  the  course  and  scope  of  employment, 
monitoring  private  insurers'  adequacy  of  coverage  and  benefit 
payments,  and  administering  industrial  safety  and  health  laws.  The 
division  consists  of  four  major  bureaus: 

Administrative  Support  -  provides  overall  management  and 
support  services  to  all  bureaus  and  units  of  the  division. 

State    Insurance    Fund    -    operates    and    administers    the    State 
Insurance  Fund     which  allows  employers  an  option  for  obtaining 
workers'  compensation  insurance.     The  bureau  enrolls  employers, 
establishes   premium  rates  and  pays   claims   to  industrially 
injured  workers. 

Insurance  Compliance  -  monitors  insurer  compUance  with 
compensation  and  medical  benefit  requirements  and  insurance 
coverage  maintained  by  employers.  The  bureau  regulates  self- 
insurance  and  private  insurance  carriers  and  reviews  and  approves 
all  settlements  of  workers'  compensation  claims. 


Safety  -  conducts  safety  inspections  in  mining  and  related 
industries  and  in  public  agencies.  The  bureau  provides 
consultation  services  to  employers  regarding  safety  and 
workplace  hazards  and  safety  training.  It  also  conducts  boiler 
inspections  and  testing  and  licensing  of  crane /hoist /boiler 
operators . 

Each  bureau  is  composed  of  different  sections  as  described  below: 

Bureau  Section 

Administrative  Support  Program  Accounting 

General  Services 
Information  Services 

State  Insurance  Fund  Policy  Services 

Operations   &  Medical  Payments 
Claims  Management 
Clerical  Support 
Legal 

Insurance  Compliance  Accident  Cataloging 

PoUcy  Compliance 
Clerical  Support 
Claims  Management 
Files  Management  &  Claims 
Support 

Safety  Safety  Consulting/Loss  Control 

Boiler/ Crane  Safety 
Mining  Safety 
Clerical  Support 

The    division    is    authorized    approximately    175    full-time    equivalent 
positions. 

AUDIT  OBJECTIVES 


The  objectives  of  our  performance  audit  were  to:  identify  and 
evaluate  the  system  used  by  the  division  to  process  medical  and 
compensation  claims;  determine  present  and  proposed  work  flow  for 
claims  management  personnel;  evaluate  the  benefit  award  category 
process  and  determine  its  reasonableness;  determine  if  the  experience 
factors  estabUshed  for  premiums  are  used  consistently  by  the  State 
Compensation  Insurance  Fund  (SCIF);  and  evaluate  the  effectiveness  of 
the  uninsured  employers  area  of  the  division.  In  addition,  we  were  to 
review  the  systems  development  process  for  the  implementation  of  the 


new  database  system  for  claims  management.  Our  primary  objective 
was  to  identify  areas  where  management  may  improve  operations  and 
controls  over  the  workers'  compensation  program  in  the  state  of 
Montana. 

SCOPE  OF  AUDIT 

The  audit  was  conducted  in  accordance  with  generally  accepted 
government  performance  auditing  standards.  Audit  work  focused  on 
the  State  Compensation  Insurance  Fund  (Plan  III)  processing  systems. 
We  concentrated  our  work  in  the  area  of  work  load  and  work  flow 
within  the  division.  This  work  was  coordinated  with  the  systems 
development  review  we  completed  on  the  new  database  system  being 
implemented  by  the  division.  We  gathered  background  information  on 
the  procedures  used  by  the  division  to  process  and  settle  claims  for 
medical  and  wage  compensation,  establish  premiums,  and  investigate 
employers  that  do  not  comply  with  the  workers'  compensation  laws  and 
regulations.  We  confirmed  benefit  payments  with  a  random  sample  of 
claimants  to  verify  the  validity  of  the  information  on  the  current 
information  system  used  by  the  division. 

We  did  not  review  all  economy  and  efficiency  areas,  such  as 
determining  the  full  effect  on  the  State  Compensation  Insurance  Fund 
of  the  concerns  identified  in  this  report.  Our  primary  goal  was  to 
address  the  specific  questions  of  the  Legislative  Audit  Committee  and 
to  identify  areas  where  division  management  should  improve  controls 
or  establish  policies  and  procedures. 

COMPLIANCE 

We  reviewed  compliance  with  apphcable  statutes,  administrative 
rules,  and  policies  related  to  the  administration  of  the  workers' 
compensation  program.  We  found  no  instances  of  significant 
noncompliance  with  applicable  rules  and  regulations.  Some  issues 
related  to  noncompliance  found  during  our  financial -compliance  audit 
are  covered  in  report  number  86-10  issued  in  March  1987.  For  items 
not  tested,  nothing  came  to  our  attention  which  indicated  instances  of 
noncompliance . 


CHAPTER   II 
WORK  LOAD/WORK   FLOW  ANALYSIS 

This  chapter  provides  an  overview  of  claims  processing  at  the 
Division  of  Workers'  Compensation.  We  reviewed  the  flow  of  claims  in 
each  applicable  section  of  the  division,  including  General  Services 
(Mail  Room),  Accident  Cataloging,  Policy  Services,  Information  Services 
(Statistics  and  Data  Entry),  File  Room  Services,  Claims  Management, 
Reserve  Analyst,  and  Clerical  Support  (Compensation  Unit  and 
Receptionists).  In  addition,  we  reviewed  the  Legal  Section  of  the 
State  Insurance  Fund  Bureau.  In  each  of  these  areas  we  reviewed 
organizational  controls,  work  load  and  staff  levels,  adequacy  of 
procedures,  and  any  work  flow  problem  areas.  Our  review  consisted 
primarily  of  interviews,  examining  division  documentation,  observing 
and  analyzing  the  work  load  and  work  flow  in  each  section.  The 
Commissioner  of  Department  of  Labor  and  Industry  completed  a  study 
in  this  area  in  May  1986.  Although  the  recommendations  of  the  study 
have  not  been  fully  implemented ,  we  noted  many  of  the  same  concerns . 

The  objectives  of  our  review  were  to: 

1.  Determine    the    present    work    flow    for    medical    and    wage 
compensation  claims. 

2.  Collect  work  load  factors  and  document  changes  over  time. 

3.  Identify  the  changes  that  are  planned  for  claims  processing 
under  the  new  database  system. 

4.  Determine  if  the  work  flow  problem  areas  are  addressed  by 
the  proposed  changes. 

WORK  LOAD 

Increases  in  work  load  affect  all  aspects  of  the  work  flow.  To 
determine  the  extent  of  work  load  increases,  we  gathered  work  load 
data  in  each  section  and  compared  increases  with  changes  in  number 
of  staff.  The  primary  areas  impacted  by  increased  caseload  are  the 
File  Room,  Claims  Management,  Medical  Payments,  and  the 
Compensation  Unit.  The  data  below  illustrates  the  increase  in  work 
load  in  the  Claims  Management  Section. 
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Source:      Compiled  by  Office  of  Legislative  Auditor 

Illustration  #1 

Based  on  this  information,  we  found  the  work  load  in  all  areas  of 
the  division  has  increased  significantly.  House  Bill  373  (Chapter  525, 
Laws  of  1987)  allows  the  division  to  adjust  staffing  levels  in  relation 
to  caseload  increases. 

THE  CLAIMS  PROCESS 

Workers'  compensation  claims  and  claim  documentation  are  first 
received  at  the  division  in  the  Mail  Room.  Mail  Room  staff  sort  all 
mail  into  two  main  categories:  documents  containing  accident  numbers 
and  those  without.  The  documents  represent  new  claims,  claim 
correspondence,  or  various  claim  reports.    Documents  without  accident 


numbers  are  sent  to  Accident  Cataloging  for  assignment  of  numbers. 
Those  with  numbers  are  sent  to  the  File  Room. 

Accident  Cataloging  is  responsible  for  putting  accident  numbers 
on  all  documents.  This  includes  assigning  numbers  for  new  claims  and 
separating  those  documents  relating  to  existing  claims.  This  section 
also  verifies  that  the  employer  involved  has  a  current  policy  with  the 
State  Compensation  Insurance  Fund.  Once  these  determinations  are 
made,  Accident  Cataloging  sends  new  claims  to  Policy  Services  and 
established  claims  to  the  File  Room. 

Policy  Services  prepares  and  maintains  all  State  Compensation 
Insurance  policies.  PoUcy  Services  personnel  establish  insurance 
policies,  determine  applicable  premiums,  provide  insurance  information 
to  employers,  and  assign  employer  classification  codes.  When  PoUcy 
Services  determines  employers  have  coverage,  the  claims  are  returned 
to  Accident  Cataloging  for  entry  on  the  computer  system. 

The  next  step  for  a  new  claim  takes  place  at  the  Information 
Services  Section.  Information  Services  enters  statistical  data  from 
each  claim  on  the  computer  system,  i.e.,  injury  type,  employee  class, 
etc.     The  claims  are  then  sent  to  the  File  Room. 

The  File  Room  ensures  files  are  circulated,  retrieved,  and 
provided  to  each  applicable  section.  The  section  provides  services 
primarily  to  the  Medical  Payments,  Claims  Management,  Legal,  and 
Clerical  Support  sections.  The  active  files  for  these  sections  are 
rotated  constantly.  The  File  Room  is  also  responsible  for  sorting  and 
filing  all  claim  correspondence  received  from  the  Mail  Room. 

The  Claims  Management  Section  receives  the  claims  next.  This 
section  is  responsible  for  determining  the  amount  of  wage 
compensation  payments  and  for  ensuring  compUance  with  applicable 
laws ,  rules ,  and  division  policies .  Claims  Management  determines  if  an 
injury  is  work  related,  determines  compensation  rates  and  durations, 
authorizes  payments,  and  resolves  disputes  related  to  payments.  After 
these  determinations  are  made,  the  section  sends  any  applicable 
medical  bills  to  the  Medical  Payments  section  and  wage  loss  claims  to 
the  Compensation  Desk  for  compensation  payments. 


Medical  Payments  Section  "audits"  and  encodes  medical  bills 
which  the  claims  examiners  have  authorized  for  payment.  Medical 
payment  encoders  complete  a  form  containing  pertinent  information 
regarding  the  bill.  The  division  sends  this  form  to  the  Department  of 
Administration  for  processing.  The  State  Auditor's  Office  then  issues 
a  warrant. 

The  Compensation  Unit  is  located  in  the  Clerical  Support  Section 
under  the  State  Insurance  Fund  Bureau.  The  function  of  the 
Compensation  Unit  is  to  process  all  compensation  checks  for  all 
compensation  claims.  Once  the  check  is  typed,  the  claims  files  are 
returned  to  the  File  Room.  The  following  chart  generally  outhnes  this 
claims  process  for  new  claims. 
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Illustration  #2 


Our  review  was  limited  by  implementation  of  the  new  computer 
system  in  Accident  Cataloging,  Policy  Services,  Information  Services, 
and  the  Mail  Room  sections.  Concerns  in  the  PoUcy  Services  area 
relate  to  premiums,  and  are  addressed  in  another  section  of  this  report 
(see  page  42).  Based  on  our  review,  we  found  concerns  in  several 
areas  of  the  claims  process.  The  following  sections  outline  our 
concerns  in  these  areas. 


FILE  ROOM 

As  described  earlier,  the  File  Room  is  primarily  responsible  for 
circulating  files  to  all  applicable  sections  in  the  State  Insurance  Fund 
Bureau.  These  duties  are  performed  by  ten  file  clerks  and  one  file 
supervisor.  We  identified  the  following  problems  in  our  review  of  the 
File  Room. 

File  Purging 

We  found  timely  purging  of  old  and  inactive  files  from  mechanical 
file  retrievers  has  not  taken  place.  Untimely  creation  of  microfiche 
for  old  files  has  resulted  from  hmited  space  and  limited  file  purging. 
Therefore,  the  larger,  "thick"  files  are  stored  separately.  The  division 
stores  inactive  files  which  have  not  been  microfiched  in  the  basement. 
The  available  storage  space  in  the  basement  of  the  division  has 
become  Umited. 

The  File  Room  staff  are  in  the  process  of  purging  their  files  by 
rotating  the  work  load  to  one  staff  member  at  a  time.  This  method 
allows  work  flow  to  continue  and  as  files  are  purged  more  space 
becomes  available  without  additional  staff.  However,  placing  files  on 
microfiche  will  take  additional  staff  time. 

Division  management  has  not  developed  a  formal  purging  schedule 
to  prevent  overcrowding.  The  informal  poUcy  of  annual  purging 
currently  in  place  has  no  established  time  Umits  or  guidehnes.  As  a 
result,  different  procedures  and  criteria  are  followed  each  year. 
Limited  file  room  staff  and  lack  of  a  management  policy  prevent  these 
inconsistencies  from  being  addressed.  Developing  a  required  purging 
and  microfiche  schedule  would  provide  more  available  space  for  active 
files,  eliminate  the  need  for  stacking  "thick"  files  in  a  separate  area, 
and  clear  more  storage  space.  By  formalizing  a  management  policy. 
File  Room  management  can  establish  purging  as  a  priority.  The  new 
database  system  could  free  up  some  staff  time  for  implementation  of  a 
file  purging  and  microfiche  schedule.  This  system  should  provide  on- 
line file  information  with  automated  check  writing,  thus  decreasing  the 
demand  for  the  actual  files. 


RECOMMENDATION  #1 

WE  RECOMMEND  THE  DIVISION  ADOPT  A  FORMAL  FILE 
PURGING  SCHEDULE  AND  ESTABLISH  PROCEDURES  REQUIRING 
THE  TIMELY   CREATION  OF  MICROFICHE. 


Work  Area 

As  shown  in  the  illustration  below,  adequate  shelving  and  counter 
space  are  not  available  for  returning  and  sorting  files .  Numerous  files 
are  stacked  along  walls,  under  counters,  or  under  automated  file 
retrievers.  Returned  files  are  stacked  three  or  four  feet  high  on  a 
small  return  counter. 
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Illustration  #3 

Although  the  new  computer  system  may  affect  the  work  load  in 
this  area,  the  division  should  ensure  timely  file  sorting  and  refiling  by 
providing  adequate  shelving  and  work  space.  Cluttered  work  areas 
increase  the  potential  for  losing  files  or  documentation.   Limit  walking 
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area,  create  a  fire  hazard,  and  slow  down  the  sorting  and  retrieval 
process.  Delays  in  file  retrieval  could  slow  the  claims  payment 
process . 

RECOMMENDATION  #2 


WE  RECOMMEND  THE  DIVISION  EVALUATE  THE  SPACE 
ALLOCATION  FOR  THE  FILE  ROOM  AND  PROVIDE  ADEQUATE 
SPACE  AND  SHELVING. 


CLAIMS  MANAGEMENT 

At  the  time  of  our  review,  claims  were  assigned  to  different 
units  of  the  claims  management  section  based  on  the  zip  code  of  the 
employer.  This  method  divides  the  state  into  two  geographical  areas. 
Currently  within  each  unit  there  are  four  levels  of  claims  examiners. 
A  claims  examiner  supervisor  heads  each  unit  and  reports  to  the 
Claims  Manager. 

Present  staff  levels  are  six  Claims  Examiner  Is,  six  Claims 
Examiner  lis,  two  Claims  Examiner  Ills,  two  Claims  Supervisors,  and 
one  Claims  Manager.  The  first  level  reviews  new  claims  and 
determines  the  amount  of  wage  loss  and  medical  benefits.  Those  cases 
which  have  extended  beyond  26  payments  or  have  legal  representation 
are  handled  by  second  level  examiners .  Claims  Examiner  Ills  supervise 
clerical  personnel,  review  new  claims,  and  manage  occupational  disease 
cases.  Finally,  the  Claims  Unit  Supervisor  oversees  complex  cases  and 
supervises  all  claims  examiners. 

Clerical  staff  provide  administrative  support  to  each  claims  unit 
by  typing,  preparing,  and  distributing  written  correspondence, 
processing  new  claims,  and  preparing  settlement  orders.  Currently, 
this  staff  consists  of  a  Claims  Technician,  an  Administrative  Assistant, 
and  a  Word  Processor. 

File  Tracking 

Claimant  files  are  necessary  for  each  step  of  the  claims  process. 
Thus,   file  retrieval  backlog  or  misplaced  files  create  a  bottleneck  for 
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the   entire    system.       In    Claims    Management,    we   noted   two   concerns 
which  affect  file  flow. 

During  last  year  a  "file  routing"  form  was  developed  for  use  in 
tracking  movement  of  each  file  and  to  keep  files  moving.  Although  it 
is  designed  to  promote  a  more  efficient  system,  all  claims  examiners 
are  not  presently  required  to  use  the  form.  Files  are  often  marked  by 
stick-on  tabs  denoting  only  the  next  step  instead  of  the  entire  review. 
This  lack  of  use  of  the  form  breaks  down  the  system  and  reduces 
potential  effectiveness.  Consequently,  time  spent  in  searching  for  files 
has  not  decreased.  Files  are  left  in  one  area  for  extended  periods  as 
no  formal  communication  exists  to  determine  where  files  should  be 
sent.  For  instance,  during  the  audit  the  division  could  not  locate 
some  of  the  requested  files  right  away  due  to  lack  of  a  communication 
"trail." 

Lack  of  a  communication  trail  can  also  affect  the  timeliness  of 
inserting  recent  mail  in  the  file  because  low  priority  mail  is  held  in 
"mail"  folders  until  the  file  is  returned  to  the  File  Room.  Since  these 
"mail"  folders  are  only  pulled  every  six  weeks,  the  update  delay  can  be 
up  to  six  weeks  long  for  those  files  not  returned  to  the  file  room 
during  that  period.  By  requiring  use  of  the  file  routing  form  for  all 
files,  time  lags  in  receiving  files  could  decrease  and  more  efficient  use 
of  file  room  staff  time  should  ensue. 

The  second  concern  noted  was  limited  space  and  its  current 
utilization.  Claims  examiners  are  currently  located  in  small  cubicles 
which  provide  limited  storage  and  shelving  area  for  storing  files 
needed  for  review  or  litigation.  As  illustrated  in  the  photograph, 
large  numbers  of  files  are  then  stored  on  the  floor,  under  tables,  in 
hallways,   or  under  computer  terminals. 
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Illustration  #4 

As  mentioned  earlier  in  the  File  Room  section  of  this  report, 
cluttered  work  space  raises  the  potential  for  losing  files  or  misplacing 
file  documentation.  It  also  hinders  timely  progress  of  the  file  through 
processing.  To  promote  system  efficiency,  more  efficient  work  areas 
and  shelving  should  be  provided.  Work  areas  should  be  evaluated  and 
adjusted  when  the  new  database  system  goes  into  effect  and  the 
planned  reorganization  is  implemented. 

RECOMMENDATION  #3 


WE  RECOMMEND  THE  DIVISION: 

A.  REQUIRE    FILE    TRACKING    FORMS    BE    UTILIZED    BY  ALL 
STAFF  MEMBERS. 

B.  EVALUATE     AND     ADJUST     WORK     AREAS     FOR     CLAIMS 
EXAMINERS. 
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Policies  and  Procedures 

During  the  course  of  our  audit,  we  found  no  standard  worl^  flow 
policies  or  procedures  are  used  by  claims  examiners.  Although  an 
outdated  policies  and  procedures  manual  is  available,  only  some 
supervisors  maintain  a  copy  and  no  one  appears  to  use  it.  Specific 
policies  and  procedures  provide  more  assurance  that  job  duties  are 
performed  consistently,  and  provide  a  valuable  training  tool  for  new 
employees . 

For  example,  a  formal  policy  would  clarify  duties  between  the 
Claims  Examiner  I  and  Claims  Technician.  At  this  time,  there  is  no 
set  criteria  addressing  when  a  first  level  examiner  reviews  a  new 
claim.  It  can  occur  before  or  after  the  first  compensation  payment. 
Also  examiners  perform  clEiim  evaluations  based  primarily  on  their 
judgment  and  experience  in  the  field.  Although  all  claims  cannot  be 
designated  into  defined  groups,  general  work  flow  guidelines  will 
improve  consistency  and  provide  criteria  for  new  claims  examiners. 
This  is  important  because  claims  examiners  receive  limited  training 
(see  page  62). 

RECOMMENDATION  #4 


WE  RECOMMEND  THE  DIVISION  DEVELOP  APPLICABLE 
FORMAL  POLICIES  AND  PROCEDURES  FOR  CLAIM  PROCESSING 
IN  THE  CLAIMS  MANAGEMENT  SECTION. 


MEDICAL  PAYMENTS  SECTION 

The  Medical  Payments  Section  is  under  the  direction  of  the  State 
Insurance  Fund  Bureau.  Medical  payment  auditing  involves  reviewing 
medical  bills  and  ensuring: 

1.  bills  relate  to  a  covered  injury; 

2.  amounts  paid  are  authorized; 

3.  bills  are  from  the  claimant's  approved  physician;  and, 

4.  bills  have  not  already  been  paid. 
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The  Medical  Payments  Section  has  fifteen  employees:  one 
supervisor,  six  medical  payment  technicians,  four  encoders,  two 
temporary /part-time  auditors,  and  two  temporary/part-time  encoders. 
We  identified  the  following  concerns  during  our  review  of  the  Medical 
Payments  Section.  We  did  not  determine  the  effect  of  the  described 
situations  on  overall  division  operations. 

Overlapping  Procedures 

The  current  procedures  performed  by  Claims  Examiners  and 
Medical  Payments  Technicians  to  determine  the  propriety  of  medical 
bills  are  time  consuming  and  inefficient.  The  Claims  Examiner  reviews 
and  approves  a  claim  for  payment.  Then,  the  Medical  Payments 
Technician  reviews  the  bill  to  ensure  it  is  proper  and  approves  it  for 
payment.  This  review  in  Medical  Payments  was  designed  to  test  the 
rates  and  procedures  billed.  However,  we  noted  the  same  areas  were 
reviewed  in  each  section. 

With  reorganization  of  the  division  and  implementation  of  the 
new  computer  system,  the  Claims  Management  and  Medical  Payments 
sections  will  be  combined.  Medical  Payments  Technicians  will  become 
"Profilers"  and  will  handle  all  routine  pa3m)ents.  Claims  Examiners  will 
be  responsible  for  major,  nonroutine  payments.  With  the  information 
to  be  provided  by  the  new  computer  system,  fewer  errors  should  occur 
and  there  should  be  fewer  questioned  bills.  Medical  Payments 
Technicians  and  Claims  Examiners  will  be  working  together  with  more 
clearly  defined  roles.  By  redefining  job  duties  and  combining  the  two 
sections,  working  relationships  should  improve  and  any  duphcation  of 
effort  reduced.  Based  upon  proposed  changes  with  the  new  computer 
system  it  appears  the  problem  identified  will  be  addressed. 

Vocational  RehabiUtation 


We  identified  additional  concerns  in  the  Medical  Payments  Section 
related  to  vocational  rehabilitation  providers.  The  division  uses  a 
uniform  identification  code  on  the  bill  to  identify  the  services 
provided     by     the     vocational     rehabihtation     provider.         Vocational 
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rehabilitation  providers  do  not  currently  include  the  identification  code 
on  their  bills,  therefore  the  technicians  must  determine  the  proper 
code . 

The  division  could  provide  the  vocational  rehabilitation  provider 
with  a  list  of  appropriate  codes  at  the  time  the  contract  is  negotiated 
with  the  provider.  The  importance  of  the  codes  should  be  stressed 
and  conveyed  to  the  providers.  The  division  could  deny  payment  of 
the  bill  if  it  did  not  include  the  proper  identification  code. 

The  second  concern  identified  is  that  medical  payments 
technicians  do  not  verify  the  propriety  of  the  amounts  billed  by 
vocational  rehabilitation  providers.  The  technicians  assume  the 
amounts  billed  represent  those  negotiated  in  contracts  between  the 
division  and  the  provider.  Lack  of  verification  could  result  in  an 
overpayment  to  the  vocational  rehabilitation  providers.  A  potential 
control  to  ensure  amounts  paid  are  contracted  amounts  would  be  to 
incorporate  contract  amounts  into  the  computer  system.  This  would 
provide  for  efficient  verification  by  the  medical  payments  technicians. 

RECOMMENDATION  #5 

WE    RECOMMEND    THE    DIVISION    ESTABLISH    CONTROLS    OVER 

THE   PAYMENT    OF   VOCATIONAL   REHABILITATION   PROVIDER 

BILLS. 


RESERVE  ANALYST 

Reserves  are  established  for  every  open  wage  compensation  claim, 
with  a  dollar  amount  for  compensation  payments  and  an  amount  for 
medical  expenses.  These  reserves  represent  the  projected  dollar 
amount  of  individual  case  liabilities.  Each  fiscal  year  the  division's 
consulting  actuary  establishes  an  average  reserve  amount  (one  each  for 
wage  compensation  and  medical)  for  all  wage  compensation  claims. 
This  average  amount  is  generally  used  for  new  claims  for  the  current 
year  only.  Claim  reserves  for  claims  from  preAnous  years  are  set  at 
an  estimated  amount  based  on  information  specific  to  that  case.  It  is 
a  division  policy  that  new  claims  should  be  reviewed  after  six  months, 
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and  at  that  time  the  reserves  are  set  at  estimated  amounts  based  on 
the  information  for  the  claim.  Reserve  amounts  for  all  claims  are 
required  to  be  reviewed  periodically. 

Calculation  of  claim  liability  reserves  is  handled  by  a  single 
Reserve  Analyst.  The  analyst  determines  reserve  amounts  for 
individual  claims  based  on  variable  factors  that  can  effect  the  claim. 
The  factors  considered  by  the  analyst  include  information  such  as 
claimant  age,  education,  occupation,  and  cledmant  history.  The  analyst 
has,  by  training  and  experience,  a  general  knowledge  of  length  of 
disability  and  amount  of  medical  expenses  associated  with  a  particular 
type  of  injury. 

The  following  sections  outline  the  concerns  identified  during  our 
examination  of  the  reserving  process  at  the  division. 

Reserve  Analyst  Job  Duties 

Criteria  established  by  the  division  require  the  Reserve  Analyst 
to  review  active  claim  reserves  every  six  months  to  one  year  and 
inactive  claims  at  the  end  of  six  months.  We  found  the  reserves  on 
inactive  cases  have  not  been  reviewed  in  a  timely  manner.  This 
problem  is  illustrated  by  the  number  of  cases  which  have  current  wage 
compensation  reserves  although  no  compensation  payments  have  been 
made  in  over  six  months.  There  were  3,086  out  of  8,474  such  cases  as 
of  January  1987.  The  analyst  may  be  able  to  close  a  number  of  these 
cases  by  reviewing  files  and  determining  the  current  status  of  the 
claimant.  This  could  result  in  a  more  accurate  estimate  of  the  total 
liability  of  all  active  claims. 

Due  to  various  duties  required  of  this  position,  there  is  not 
adequate  time  for  the  analyst  to  review  files  as  scheduled.  Along  with 
reserving  functions,  this  position  is  also  responsible  for  miscellaneous 
clerical  functions  that  prevent  the  analyst  from  concentrating  on 
actual  reserving  tasks.  Although  a  half  time  employee  has  been 
assigned  to  assist  in  these  functions,  no  changes  in  work  load  were 
noted  as  a  result  of  the  staff  increase. 

The  number  of  files  that  can  be  reviewed  monthly  is  illustrated 
by  fluctuations  in  number  of  files  reviewed  by  the  analyst.     In  order 
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to  establish  employer  premiums  as  accurately  as  possible,  the  Reserve 
Analyst  concentrates  on  reviewing  inactive  files  during  the  rate 
determination  period.  As  a  result,  in  December,  January,  and  February 
the  number  of  files  reviewed  averages  approximately  1,200  per  month. 
But  throughout  the  year,  this  number  can  drop  to  350  per  month  as 
other  job  duties  become  priority.  If  the  analyst  could  devote  more 
time  to  reviewing  claim  files,  the  file  review  could  be  kept  up  to  date. 
The  division  should  evaluate  job  duties  of  the  Reserve  Analyst  to 
allow  sufficient  time  for  the  review  of  reserves  for  workers' 
compensation  claims.  Elimination  of  clerical  tasks  could  help  ensure 
reserves  are  adequately  reviewed  and  therefore  represent  the  division's 
current  claim  hability. 

RECOMMENDATION  #6 

WE  RECOMMEND  THE  DIVISION  EVALUATE  JOB  DUTIES  OF 
THE  RESERVE  ANALYST  TO  ALLOW  FOR  MORE  TIMELY 
ESTABLISHMENT  AND  REVIEW  OF  CLAIM  RESERVES. 


Monitoring  Reserves 

Setting  of  reserves  is  primarily  the  function  of  the  Reserve 
Analyst.  The  division  does  not  have  a  formal  system  estabUshed  to 
ensure  consistency  and  propriety  of  the  amounts  or  determinations 
made  on  individual  cases.  The  division  lacks  controls  over  the  reserve 
setting  process  and  has  no  method  to  evaluate  the  criteria  used  in  this 
process  or  the  consistency  with  which  it  is  applied. 

Although  the  division's  consulting  actuary  does  an  annual  review 
of  the  aggregate  reserves,  they  also  issued  a  report  in  April  1986 
recommending  a  review  process  be  estabhshed  for  a  sample  of 
individual  claims.  The  Claims  Management  Supervisor  was  assigned 
responsibility  for  this  review.  No  formal  requirements  were  outUned 
as  to  type  of  cases  to  be  reviewed  or  the  frequency  of  reviews.  Staff 
interviews  indicate  monitoring  occurs  infrequently  and  no  changes  or 
questions    have    ever    been    raised.        Interviews    with    staff    showed 
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discrepancies  in  types  of  claims  to  be  reviewed.    These  issues  could  be 
resolved  by  establishing  a  definite  policy. 

RECOMMENDATION  #7 


WE    RECOMMEND    THE    DIVISION    ESTABLISH    FORMAL    REVIEW 
PROCEDURES  FOR  THE  RESERVE  PROCESS. 


Historical  Reserve  Data 

Currently,  the  division  does  not  compile  or  maintain  historical 
data  on  related  reserve  amounts.  Historical  data  could  provide  the 
Reserve  Analyst  vdth  comparative  criteria  for  use  in  evaluating  and 
setting  the  estimated  future  reserves  for  specific  injury  types .  Trends 
and  fluctuations  in  particular  injuries  or  occupations  could  also  be 
traced  and  referred  to  when  establishing  new  reserves  or  evaluating 
existing  reserve  amounts. 

Without  this  data,  no  method  currently  exists  for  any  comparisons 
or  studies  of  the  reserves  or  their  adequacy  by  the  Reserve  Analyst. 
Thus,  we  were  unable  to  determine  the  effect  of  various  court 
decisions  on  the  reserve  amounts.  Although  the  current  computer 
system  does  not  compile  this  data,  it  could  be  developed  in  the  new 
computer  system  currently  being  estabhshed. 

RECOMMENDATION  #8 

WE  RECOMMEND  THE  DIVISION  ENSURE  HISTORICAL  RESERVE 

DATA  BY  INJURY  TYPE  IS  COMPILED  ON  THE  NEW  COMPUTER 

SYSTEM. 


COMPENSATION  UNIT 


As  described  on  page  5,  the  Compensation  Unit  processes  all 
compensation  checks.  Four  positions  exist  in  the  Compensation  Unit: 
one  medical  cl£ums  secretary,  two  full-time  compensation  typists,  and 
one  temporary/ part -time  compensation  typist.     Currently  the  division 
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manually  processes  compensation  checks.      Information  obtained  from 
the  hard  copy  of  individual  files  is  manually  typed  onto  checks. 

The  volume  of  compensation  checks  processed  by  the 
Compensation  Unit  increased  by  139  percent  since  fiscal  year  1982-83. 
In  fiscal  year  1982-83  an  average  of  153  checks  were  processed  per 
day.  The  average  for  fiscal  year  1986-87  (through  February)  is  365.8 
checks  per  day.  The  number  of  employees  in  the  Compensation  Unit 
increased  by  33  percent  since  fiscal  year  1982-83  (from  three  to  four). 
Even  though  the  number  of  employees  increased,  the  average  number 
of  checks  processed  per  day  per  employee  increased  almost  80  percent, 
from  51  in  fiscal  year  1982-83  to  91  in  fiscal  year  1986-87. 

In  some  cases,  the  division  mails  correspondence  and  forms  to 
the  claimant  with  the  compensation  check.  MaiUng  everything 
together  forces  Compensation  Unit  personnel  to  handle  checks  an 
additional  time.  The  check  is  identified  and  pulled  manually, 
correspondence  is  attached  and  both  are  mailed. 

Manual  processing  combined  with  high  volume  of  compensation 
checks  increases  potential  for  clerical  errors  and  for  delays  in  maiUng 
checks.  Because  of  the  repetitive  nature  of  bi-weekly  compensation 
payments,  use  of  an  automated  system  wiU  increase  the  speed  and 
efficiency  by  which  the  checks  are  currently  processed. 

Typing  and  maiUng  of  compensation  checks  should  be  automated. 
The  division  plans  to  have  an  automated  system  implemented  in  the 
Compensation  Unit  in  the  future.  The  automated  system  should  reduce 
manual  typing  of  compensation  checks.  It  is  not  currently  defined 
how  the  new  system  will  handle  mailing  of  correspondence  to 
claimants.  Implementation  of  the  new  system  will  not  decrease  volume 
of  checks  processed  in  the  Compensation  Unit;  however,  automation 
should  reduce  processing  time  required  per  check. 

RECOMMENDATION  #9 


WE    RECOMMEND    THE   DIVISION   AUTOMATE   THE   PROCESSING 
OF  COMPENSATION  CHECKS. 
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RECEPTION  AREA 

The  Reception  Area  is  part  of  the  Clerical  Support  Section  of  the 
State  Insurance  Fund  Bureau.  The  receptionists  answer  the  telephone 
and  either  provide  general  information  to  callers,  take  messages,  or 
transfer  the  call  to  an  appropriate  individual.  The  receptionists  also 
greet  and  assist  visitors  and  perform  various  clerical  tasks.  The 
division  employs  three  receptionists  and  maintains  three  phones  (one 
WATS  Une). 

The  division's  present  telephone  system  is  not  adequate  to 
accommodate  all  incoming  phone  calls.  Each  telephone  has  four 
incoming  lines,  so  a  receptionist  can  talk  to  one  person  and  have 
three  people  on  hold.  The  three  receptionists  can  have  a  total  of 
twelve  people  on  line  at  one  time.  The  phone  system  gives  a  "ringing" 
signal  to  callers  until  all  twelve  lines  are  busy.  The  thirteenth  caller 
receives  a  "busy"  signal.  In  certain  situations,  receptionists  are  unable 
to  answer  a  Une  and  put  a  caller  on  hold.  This  caller  hears  a 
"ringing"  signal  rather  than  a  "busy"  signal.  Division  personnel 
indicate  this  phone  system  has  frustrated  many  callers. 

The  study  completed  by  the  Commissioner's  Office  of  the 
department  recommended  the  division  purchase  and  install  a  "phone 
stacker."  A  stacker  plays  a  recording  to  callers  indicating  all  hnes 
are  busy  and  they  may  hold  if  they  want  to  wait.  This 
recommendation  was  not  implemented  because  the  division  believed  the 
pubUc  would  rather  reach  a  busy  signal  than  pay  for  the  call.  We 
believe  the  division  should  implement  the  study  recommendation.  The 
division  should  also  consider  other  alternatives,  such  as  a  toll  free 
number  for  incoming  calls,  to  alleviate  the  apparent  problems  with  the 
existing  phone  system. 

RECOMMENDATION  #10 


WE  RECOMMEND  THE  DIVISION  EVALUATE  THE  ADEQUACY  OF 
ITS  EXISTING  PHONE  SYSTEM. 
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LEGAL  SECTION 

The  State  Fund  Legal  Section  is  responsible  for  all  legal  duties 
of  the  bureau.  This  includes  dealing  with  outside  legal  counsel, 
litigating  cases ,  interpreting  related  court  decisions ,  researching  legal 
opinions  for  all  units  of  the  State  Insurance  Fund  Bureau,  and 
preparing  legal  memorandums  on  all  cases.  These  duties  are  performed 
by  five  staff:  Chief  Legal  Counsel,  two  Lawyers,  an  Administrative 
Assistant,  and  a  Legal  Secretary. 

Level  of  Staffing 

Work  load  in  the  Legal  Section  increased  74  percent  in  the  last 
three  years.  This  growth  resulted  from  a  higher  number  of  cases 
requiring  litigation.  The  Workers'  Compensation  Court  requires  each 
litigated  case  to  be  tried  within  approximately  two  months.  This 
requirement,  along  with  the  increasing  work  load,  has  forced  the 
division  to  refer  cases  to  outside  legal  firms. 

Currently,  the  division  contracts  with  five  firms  throughout  the 
state  to  defend  cases.  These  firms,  chosen  for  geographic  location, 
handled  approximately  two-thirds  of  the  cases  and  accounted  for 
$515,000  in  expenses  in  fiscal  year  1985-86.  The  following  illustration 
demonstrates  the  number  of  cases  litigated  by  in-house  counsel,  by  the 
Agency  Legal  Services  Bureau  of  the  Attorney  General  (A.G.),  and  by 
outside  firms  in  the  last  four  years. 


22 


LEGAL  WORK  LOAD 

FY  84    FY  85    FY  86    FY  87* 

Cases  referred 

to  outside  counsel  72  129  74  169 

Cases  referred  to 

A.G.    Office  30  32  26  28 

Cases  handled  in-house  57  81  88  80 

Total  Petitions  against 

State  Fund  159  222  188  277** 


♦through  April  1987 
**as  of  May  1,   1987,   total  cases  in  litigation  are  208 

Source:      Compiled  by  the  Division  of  Workers'  Compensation 

Illustration  #5 

The  cost  associated  with  outside  firms  is  considerably  higher  than 
staff  attorneys.  The  average  hourly  charge  for  an  outside  firm  is 
approximately  $80  but  in-house  staff  costs  (including  benefits)  are 
roughly  $30  per  hour.  Division  expenditures  for  outside  counsel 
increased  from  $172,181  in  fiscal  year  1983-84  to  approximately 
$595,000  through  April  of  fiscal  year  1986-87. 

Another  cost  associated  with  use  of  outside  counsel  is  the  in- 
house  staff  time  required  to  monitor  the  contracts.  In-house  staff 
must  approve  all  expenditures,  communicate  relevant  court  decisions, 
ensure  compliance  with  all  laws  and  division  policies,  and  respond  to 
all  case  recommendations.  Until  recently,  this  responsibility  was 
fulfilled  by  the  Legal  Section  staff  and  accounted  for  two  full-time 
positions . 

Based  on  higher  costs  of  outside  legal  counsel  and  time  required 
to  monitor  these  contracts,  we  determined  the  division  should  evaluate 
legal  costs  to  determine  if  more  staff  is  needed.  In  order  to  identify 
outside  legal  expenses,  the  division  should  account  for  these 
expenditures  separately  as  discussed  below. 
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Coding 

Expenditures  for  private  legal  services  are  coded  the  same  as  a 
medical  or  compensation  claim.  These  costs  show  up  on  the  Statewide 
Budgeting  and  Accounting  System  (SBAS)  in  two  different  categories 
under  Medical  and  Compensation  Benefits  Paid.  The  coding  of  legal 
expenses  under  these  categories  does  not  comply  with  state  accounting 
pohcy.  State  policy  requires  all  private  legal  services  be  coded  to 
expenditure  object  2157-Private  Legal  Counsel.  If  the  proper  code 
were  used  the  division  could  account  for  all  costs  associated  with  the 
use  of  legal  services.  Without  the  coding  of  expenditures  into  this 
category,  we  could  not  determine  the  total  amount  spent  for  legal 
fees.  Although  the  Legal  Section  tracks  expenses  on  a  microcomputer, 
no  dollar  totals  were  available  for  fiscal  year  1985-86.  Use  of  the 
proper  code  would  provide  the  division  with  valuable  management 
information  in  tracking  these  expenditures. 

RECOMMENDATION  #11 

WE  RECOMMEND  THE  DIVISION  CODE  CONTRACTED  LEGAL 
EXPENDITURES  TO  THE  PROPER  EXPENDITURE  OBJECT  IN 
ACCORDANCE  WITH  STATE  ACCOUNTING  POLICY. 
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CHAPTER  III 
BENEFITS  AND   BENEFIT   CATEGORIES 

We  reviewed  the  process  and  procedures  (including  applicable 
state  laws  and  rules)  used  by  the  division  to  place  claimants  in 
specific  benefit  categories  and  to  set  the  claimant's  wage  compensation 
benefits.  Our  review  consisted  primarily  of  interviewing  division  staff, 
examining  a  sample  of  actual  case  files,  studying  applicable  workers' 
compensation  laws  and  rules,  collecting  documentation  of  procedures 
and  decisions,   and  reviewing  laws  of  other  states. 

The  objectives  of  our  review  were  to  determine: 

1.  The    reasonableness    of    the    process    to    place    claimants    in 
benefit  categories. 

2.  If  claimants  are  being  placed  in  the  proper  categories. 

3.  If  the  division  consistently  calculates  and  pays  the  proper 
compensation  benefits  for  the  proper  period  of  time. 

4.  If  other  states  have  similar  benefit  categories,  benefit  rates, 
and  payment  durations. 

We  limited  our  scope  to  the  area  of  wage  compensation 
(excluding  medical  benefits)  and  to  employees  covered  by  Plan  III 
(State  Compensation  Insurance  Fund).  However,  the  same  laws  and 
rules  govern  all  employees  covered  by  workers'  compensation  insurance 
(under  Plan  I  -  self-insured,  Plan  II  -  private  carriers,  and  Plan  III). 
Therefore,  claims  from  any  plan  should  be  treated  the  same  with 
respect  to  benefit  categories  and  benefits  paid. 

The  1987  Legislature  recently  passed  Senate  Bill  315 
(Chapter  464,  Laws  of  1987)  which  generally  revises  the  workers' 
compensation  laws .  Most  of  these  revisions  become  effective  July  1 , 
1987.  Some  areas  related  to  compensation  benefits  discussed  in  this 
report  change  when  this  law  becomes  effective. 
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BENEFIT  CATEGORIES 

Senate  Bill  315  changes  the  definitions  of  the  currently  used 
benefit  categories .  The  three  primary  benefit  categories  and  their  new 
definitions  are  as  follows: 

Temporary  Total  Disability  -  a  condition  resulting  from  an 
injury  that   results   in   total  loss  of  wages  and  exists  until 
the  injured  worker  reaches  maximum  heaUng. 

Permanent  Total  Disability  -  a  condition  resulting  from  an 
injury  in  which  a  worker  is  unable  to  return  to  work  in  the 
worker's  job  pool  after  reaching  maximum  healing. 

Permanent    Partial     Disability     -    a    condition    in    which    a 
worker,    after  reaching  maximum  healing,    returns  to  work 
but  suffers  impairment  or  partial  wage  loss,   or  both. 

In     addition     to     the     above     benefit     categories,     the    law    provides 
compensation  for  an  injury  causing  death. 

Title  39,  chapter  71,  part  7,  MCA,  of  the  workers'  compensation 
laws  titled  "Compensation  and  Benefits  Generally,"  contains  the 
majority  of  the  sections  related  to  benefits  for  the  injured  worker. 
These  laws  generally  set  forth  the  procedures  for  calculating  the 
amount  of  the  weekly  compensation  and  determining  the  duration  of 
the  payments. 

Benefit  Rates 

The  weekly  benefit  rates  for  the  benefit  categories  were  not 
changed  significantly  in  Senate  Bill  315.  The  law  imposes  a  two-year 
freeze  at  the  fiscal  year  1986-87  rates  and  provides  for  a  cost-of- 
living  increase  for  permanent  total  cases.  Workers  in  the  temporary 
total  and  permanent  total  disability  categories  receive  66  2/3  percent 
of  their  wages  at  the  time  of  injury,  not  to  exceed  the  state's  average 
weekly  wage  at  the  time  of  the  injury.  The  rate  of  compensation  for 
an  injury  causing  death  is  similar  to  the  permanent  total  disability. 
The  law  includes  the  additional  provision  that  the  minimum  weekly 
compensation  is  50  percent  of  the  state's  average  weekly  wage,  not  to 
exceed  the  decedent's  actual  wages. 
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Some  changes  were  made  in  the  benefit  rates  for  workers  in  the 
permanent  partial  disability  category.  Workers  in  this  category  may  be 
eUgible  for  an  impairment  award  and  wage  supplement  benefits.  The 
impairment  award  is  paid  at  the  rate  of  66  2/3  percent  of  the  wages 
received  at  the  time  of  the  injury  not  to  exceed  one-half  of  the 
state's  average  weekly  wage  at  the  time  of  the  injury.  The  wage 
supplement  is  equal  to  66  2/3  percent  of  the  difference  between  the 
worker's  actual  wages  at  the  time  of  the  injury  and  the  wages  the 
worker  is  qualified  to  earn  in  the  worker's  job  market. 

Injured  workers  are  usually  placed  in  the  temporary  total 
category  and  then  later  either  cease  receiving  compensation  or  are 
categorized  as  permanent  partial  or  permanent  total.  The  law  provides 
that  payment  shall  not  be  made  for  two  classes  of  disability  over  the 
same  time  period  except  for  some  instances  of  impairment  awards  and 
wage  supplements. 

Calculation  of  Benefit  Rates 

Upon  initial  acceptance  of  a  claim,  the  division  calculates  two 
rates  for  the  injured  worker.  For  administrative  efficiency  the 
division  calculates  the  temporary  total  rate  and  the  permanent  partial 
rate.  These  rates  are  based  on  data  submitted  by  the  employer  on  the 
worker's  wages  and  the  state's  average  weekly  wage  at  the  time  of 
the  injury.  Both  of  these  rates  are  subject  to  maximums  based  on  the 
state's  average  weekly  wage  (100  percent  for  temporary  total  and 
50  percent  for  permanent  partial).  The  following  illustration  shows 
the  maximum  temporary  total  rate  and  the  permanent  partial  rate  from 
fiscal  year  1977-78  to  the  present. 
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MAXIMUM  WEEKLY  COMPENSATION  RATES 


TEMPORARY 

TOTAL  AND 

PERMANENT   PARTIAL 

Fiscal 

Year  1977-78  to 

Fiscal 

Year  1986-87 

Maximum 

Maximum 

Fiscal  Year 

Temporary  Total 

Permanent  Partial 

1977-78 

$174 

$  87.00 

1978-79 

188 

94.00 

1979-80 

198 

99.00 

1980-81 

219 

109.50 

1981-82 

241 

120.50 

1982-83 

263 

131.50 

1983-84 

277 

138.50 

1984-85 

286 

143.00 

1985-86 

293 

146.50 

1986-87 

299 

149.50 

Source:      Compiled  by  the  Office  of  the  Legislative  Auditor 

Illustration  #6 

The  injured  worker's  wages  are  the  starting  point  for  calculating 
the  two  initial  compensation  rates.  Under  present  law  it  is  sometimes 
difficult  to  determine  the  injured  worker's  actual  wages.  The  new  law 
clarifies  the  definition  of  wages  and  indicates  that  wages  are  to  be 
the  average  of  the  last  four  pay  periods.  The  following  illustration 
shows  the  relationship  between  the  woi*ker's  weekly  wages  and  the 
maximum  provided  by  law  for  fiscal  year  1986-87. 
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WEEKLY  WAGE   COMPENSATION   RATES 


Fiscal 

Year  1986-87 

Worker's 

66  2/3% 

Temporary 

Permanent 

Wages 

Worker's  Wages 

Total  Rate 

Partial  Rate 

$100 

$  66.67 

$  66.67 

$  66.67 

200 

133.33 

133.33 

133.33 

300 

200.00 

200.00 

149.50* 

400 

266.67 

266.67 

149.50 

500 

333.33 

299.00* 

149.50 

600 

400.00 

299.00 

149.50 

*Fiscal  Year  1986-87  maximums 

Source:      Compiled  by  the  Office  of  the  Legislative  Auditor 

Illustration  #7 

Note  that  for  the  lower  wage  rates  the  temporary  total  rate  and  the 
permanent  partial  rate  are  the  same.  Also  note  the  maximum 
permanent  partial  rate  is  reached  at  a  lower  wage  rate  than  the 
maximum  temporary  total  rate. 

Benefit  Durations 

The  duration  of  an  injured  worker's  benefits  probably  has  the 
greatest  affect  on  the  amount  of  total  benefits  due  a  particular 
worker.  The  simplest  case  is  where  a  worker  is  injured,  is  off  work 
for  a  period  of  time,  and  then  returns  to  work  with  no  impairments  or 
future  wage  loss.  In  this  case  the  worker  receives  temporary  total 
benefits  for  the  period  he  was  off  work.  Under  current  law,  a  worker 
must  miss  more  than  five  days  of  work  to  be  eligible  for  compensation 
but  Is  paid  from  the  date  of  injury.  Under  Senate  Bill  315  a  worker 
is  eligible  for  compensation  starting  with  the  seventh  day  of  wage  loss 
with  no  retroactive  payments. 

A  worker  categorized  as  having  a  permanent  total  disability  is 
eligible  for  payments  for  the  duration  of  his  total  disability.  These 
benefits  end  when  the  worker  receives  or  is  eUgible  to  receive  Social 
Security  retirement  benefits.  This  worker  may  have  received 
permanent  partial  benefits  prior  to  being  declared  eUgible  for 
permanent  total  benefits. 
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Permanent  partial  benefits  are  payable  for  a  maximum  of  500 
weeks.  Current  law  contains  a  schedule  of  payment  periods  based  on 
the  body  part  injured.  For  example,  an  injury  to  a  worker's  knee 
could  be  compensated  up  to  200  weeks.  Both  permanent  partial  and 
permanent  total  benefits  can  be  paid,  at  least  partly,  in  lump  sum 
payments . 

The  division  considers  the  current  law  vagiie  and  subject  to 
continuing  interpretation  by  the  courts.  For  example,  the  duration  of 
payments  is  to  some  extent  undefined  when  a  worker  needs  extensive 
rehabiUtation  or  retraining.  Under  current  law,  the  worker  is  eligible 
for  temporary  total  benefits  during  the  entire  rehabilitation  process 
and  payments  could  continue  until  the  claimant  is  eligible  for 
employment.  Senate     Bill  315     addresses     this     by     Limiting     total 

rehabilitation  benefits  to  a  maximum  of  26  weeks  from  the  date  of 
eligibility,  except  the  division  may  extend  the  period  for  good  cause. 
The  worker  may  also  be  eligible  for  additional  rehabilitation  benefits. 

As  shown  in  Illustration  #8,  the  majority  of  compensation 
benefits  paid  are  either  temporary  total  or  permanent  partial  benefits. 
This  information,  from  the  division's  twelve-year  report,  is  for 
accident  year  1984-85.  This  year  was  selected  to  allow  time  for 
permanent  total  disability  determinations  to  more  accurately  reflect  the 
payments  from  each  category. 

WAGE  COMPENSATION  PAYMENTS 


(in  MilUons  of  Dollars) 
Accident  Year  1984-85 


Disability 

Temp.   Total 
Permanent  Partial 
Permanent  Total 
Fatal 
Total 


Number 
of  Cases 

2,552 

587 

18 

31 

3,188 


Total 
Expected 
Payments 

$25.3 

14.5 

2.1 

5.0 

$46.9 


Amount  Paid 
as  of  3/87 

$13.3 

11.7 

.7 

.J_ 

$26.4 


Remaining 
Reserve 
Amovints 

$12.0 
2.8 
1.4 
4.3 

$20.5 


Source:      Compiled  by  the  Office  of  the  Legislative  Auditor 

Illustration  #8 
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Lump  Sum  Settlements 

During  this  audit,  we  reviewed  the  procedures  for  awarding  lump 
sum  settlements.  Lump  sum  settlements  represent  advance  benefits  to 
those  claimants  who  can  confirm  the  lump  sum  is  needed  for  financial 
sustainment.  This  need  can  be  demonstrated  by  illustrating  existing 
delinquent  or  outstanding  debt,  or  by  outlining  a  feasible  business 
venture  plan.  Lump  sum  awards  are  given  primarily  for  permanent 
partial  claims.  Pei'manent  total  and  permanent  partial  claims  can  be 
given  a  lump  sum  as  an  advance  of  their  biweekly  payments.  The 
biweekly  payments  are  then  reduced  accordingly  to  adjust  for  the 
amount  of  the  advance. 

We  reviewed  the  lump  sum  procedures  and  the  reserves 
established  for  claims  with  lump  sum  settlements.  We  reviewed  a 
sample  of  cases  to  evaluate  the  lump  sum  settlement  procedures.  For 
each  case  reviewed,  we  found  the  lump  sum  amount  was  negotiated  by 
the  division  and  the  claimant's  legal  counsel.  The  entire  amount 
agreed  upon  was  set  aside  in  the  reserve  for  payments  in  either 
biweekly  or  lump  sum.  We  found  the  reserve  amount  established  for 
permanent  total  claims  is  discounted  at  seven  percent.  The  reserves 
for  all  other  claim  types  are  established  at  the  entire  amount, 
including  lump  sum  settlements,   biweekly  payments,   or  both. 

In  December  1986,  the  Montana  Supreme  Court  ruled  against  the 
State  Compensation  Insurance  Fund  in  a  suit  questioning  the 
constitutionaUty  of  a  law  allowing  discounting  of  certain  lump-sum 
settlements.  A  statute  was  amended  effective  April  15,  1985,  requiring 
that  lump-sum  payments  of  permanent  total  benefits  be  discounted  by 
seven  percent,  compounded  annually.  The  amended  statute  was 
intended  to  apply  to  all  cases  not  yet  settled  or  awarded  a  lump-sum 
settlement  by  court  order.  The  Supreme  Court's  ruling  states  that 
discounting  of  lump-sum  payments  can  only  be  made  for  cases  in 
which  the  injury  occurred  after  the  effective  date  of  the  amendment, 
April  15,  1985.  Based  on  our  review,  we  did  not  identify  any 
concerns  with  the  division's  procedures  for  estabUshing  reserves  for 
lump-sum  settlements. 
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CLAIMS  MANAGEMENT 

As  described  in  Chapter  II  (pages  5-7),  claims  management  is  the 
process  used  by  the  division  to  receive  claims,  determine  if  injuries 
are  work  related,  determine  compensation  rates  and  durations, 
authorize  payments,  and  resolve  disputes  related  to  payments.  Our 
review  of  claims  management  was  hindered  somewhat  by  the  lack  of 
organized  and  up-to-date  documentation  on  the  process.  The  division 
has  attempted  to  write  a  new  policy  manual  but  has  not  completed  the 
task. 

The  movement  of  cases  up  to  higher  levels  of  claims  examiners 
provides  for  some  supervision  of  the  examiners.  There  are  also 
procedures  for  the  review  and  approval  of  settlements  and  for 
determinations  of  permanent  total  disabihty.  Another  review  takes 
place  at  the  division's  Insurance  Compliance  Bureau  where  some 
aspects  of  claims  from  all  three  plans  are  reviewed. 

Claims  Examiner  Duties 


Upon  receipt  of  a  claim,  the  claims  examiner  has  30  days  to 
determine  whether  to  accept  or  deny  the  claim  (decide  if  work  related, 
etc.).  A  claimant  is  normally  started  on  temporary  total  benefits  while 
the  examiner  waits  to  see  if  the  claimant  can  return  to  work.  If  the 
claimant  has  not  returned  to  work  after  a  reasonable  period  of  time, 
the  examiner  requests  a  report  from  the  attending  physician  to  help 
verify  that  the  claimant  cannot  yet  return  to  work. 

When  the  claimant  has  disability  resulting  from  his  injury,  he 
may  need  rehabilitation  and/or  retraining.  The  claimant  continues  to 
receive  temporary  total  benefits  during  this  process.  The  work  and 
decisions  of  the  examiners  become  more  complex  because  these  cases 
often  involve  negotiation  with  the  claimant  and/or  his  attorney.  The 
division's  attorneys  may  also  become  involved  in  the  process. 
Generally  on  complex  cases  the  examiner  tries  to  reach  a  settlement 
that  is  satisfactory  to  both  the  claimant  and  the  division.  Court 
decisions  can  also  have  a  substantial  effect  on  the  way  benefits  are 
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paid.     Claims  examiners  must  continually  change  procedures  to  reflect 
the  most  recent  court  interpretations  of  the  law. 

A  major  objective  of  Senate  Bill  315  was  to  clarify  and  simplify 
the  claims  management  process.  Some  of  the  goals  of  the  bill  were 
to: 

provide     rehabilitation     and     retraining     through     a     self- 
administering  system  which  minimizes  the  need  for  litigation; 

provide  the  opportunity  to  resolve  contested  issues  without 
the  necessity  for  legal  counsel;   and 

provide  a  clear  understanding  of  the  benefit  structure. 

Conclusion 

The  division  has  a  reasonable  process  for  assigning  claims  to 
claims  examiners  and  for  reviewing  the  decisions  of  claims  examiners. 
The  process  for  bringing  a  case  to  conclusion  can  be  cumbersome  but 
this  appears  to  be  related  more  to  the  negotiation  process  rather  than 
to  any  particular  fault  of  the  division.  Claims  management  should  be 
improved  with  the  implementation  of  Senate  Bill  315. 

SAMPLE  CASE  REVIEW 

We  reviewed  a  judgmental  sample  of  10  active  wage  compensation 
claims  to  determine  if  the  division  was  classifying  and  paying 
claimants  reasonably  and  according  to  the  law.  The  review  also  served 
as  a  tool  to  evaluate  policies  and  procedures  used  by  the  division  to 
process  and  settle  claims. 

Our  review  of  these  cases  indicates  it  is  difficult  to  make 
generaUzations  about  wage  compensation  claims.  This  is  especially 
true  for  cases  where  the  worker's  injury  hinders  his  ability  to  return 
to  his  old  job.  Because  each  case  is  unique  and  negotiations  with 
attorneys  represent  a  variable  factor,  it  is  often  difficult  to  designate 
one  outcome  for  a  case  as  the  most  appropriate  solution.  When 
evaluating  a  case  we  considered  the  reasonableness  of  division  actions 
and  decisions. 

The  review  disclosed,  on  a  small  scale,  some  of  the  effects  of 
court    decisions    on    wage    compensation    cases.        For    example,    one 
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important  case,  McKean  v.  Rosaurs  Supermarket,  mandates  total  wage 
compensation  benefits  while  the  injured  worker  is  retraining.  Another, 
Coles  V.  7-11  Stores,  places  the  burden  on  the  insurer  to  prove  that 
an  injured  worker  can  compete  in  the  open  labor  market. 

Senate  Bill  315  addresses  many  of  the  concerns  of  the  division 
related  to  court  decisions.  One  area  addressed  by  this  bill  is 
vocational  training.  Amendments  to  current  law  emphasize  a  return- 
to-work  system  with  various  return-to-work  priorities  established. 

Based  on  our  review  of  a  sample  of  cases,  it  appears  the  division 
places  claimants  in  the  proper  categories  and  pays  proper  wage 
compensation  benefits.  We  verified  the  calculation  and  source  for  the 
claimant's  average  weekly  wage  and  the  calculation  of  temporary  total 
and  permanent  partial  disabiUty  benefit  rates.  Senate  Bill  315 
addresses  some  areas  where  benefit  costs  had  increased  because  of 
court  decisions. 

OTHER   STATES 


In  our  review,  we  found  that  most  states'  laws  are  similar  in 
regard  to  disability  categories,  and  in  the  amount  and  duration  of 
benefits  under  each  category.  Some  states  have  a  category  of 
temporary  partial  disabiUty  in  addition  to  permanent  partial  disabiUty. 
The  two  categories  appear  redundant  since  in  most  states  there  is  a 
specified  number  of  weeks  for  partial  benefits.  In  this  sense,  all 
partial  benefits  are  paid  for  on  a  temporary  basis. 

Almost  all  states  have  benefit  rates  based  on  a  percent  of  the 
injured  workers'  wages.  The  usual  rate  is  66  2/3  percent,  the  same  as 
Montana.  For  total  disabiUty  cases,  most  states  use  a  maximum  rate 
based  on  a  percent  of  the  state's  average  weekly  wage  (varies  from 
200  percent  to  66  2/3  percent).  Many  states  set  the  maximum  at 
100  percent  of  the  state's  average  weekly  wage  as  does  Montana.  The 
usual  duration  for  permanent  total  benefits  is  for  the  duration  of  the 
disability.  As  mentioned  above,  most  states  have  a  set  number  of 
weeks  for  partial  benefits. 

The  division  has  prepared  detailed  charts  that  compare  Montana's 
statutory    benefits    to    those    of    ten    western    states.       These    charts 
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disclose  the  percentages  of  benefits  paid  based  on  the  workers'  wages, 
the  maximum  and  minimum  benefit  amounts,  and  if  it  is  based  on  a 
percent  of  the  state's  average  weekly  v/age.  The  charts  also  show  the 
maximum  payment  periods.  This  information  is  available  in  reports  the 
division  prepared  for  Senate  Bill  315  and  because  of  its  magnitude  will 
not  be  dupUcated  here. 

COMPENSATION  CONFIRMATIONS 

As  a  part  of  our  expanded  audit  of  the  division,  we  confirmed  a 
random  sample  of  compensation  payments  made  during  fiscal  year  1985- 
86.  The  sample  was  selected  from  all  periodic  and  lump-sum  payments 
made  during  the  fiscal  year.  The  purpose  of  the  confirmations  was  to 
determine  if  payments  were  properly  paid  and  distributed. 

We  sent  five  hundred  confirmation  letters  as  a  randomly  selected 
representative  sample  (if  over  75,000  payments  made  during  the  fiscal 
year.  Over  300  confirmation  letters  were  completed  and  returned  for 
a  response  rate  of  63  percent.  We  found  no  instances  of  incorrect 
payments  or  payees.  The  returned  confirmations  provide  evidence  that 
payments  were  properly  distributed  for  the  correct  amounts  during 
fiscal  year  1985-86.  These  results  provide  a  statistically  valid  basis 
for  a  projection  to  the  population  as  a  whole.  Based  on  these  results 
there  is  a  high  probability  the  division  paid  and  distributed  the  proper 
amount  of  wage  compensation  benefits  during  fiscal  year  1985-86. 
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CHAPTER  IV 
ADMINISTRATIVE  COSTS 

We  analyzed  the  administrative  costs  allocated  to  the  State 
Compensation  Insurance  Fund  to  determine  if  they  appeared  reasonable . 
The  analysis  included  a  review  of  the  allocation  method  used  and  a 
comparison  of  operating  ratios  to  other  states  offering  workers' 
compensation  insurance . 

ALLOCATION  METHOD 

Section      39-71-201,      MCA,       directs      the      division      to      levy 
administrative    assessments     to    pay    for    operating    costs    based    on 
equitable  allocation  procedures.     Operating  costs  are  allocated  between 
the  three  different  compensation  plans  allowed  by  state  law: 

Plan  I       -  Self- Insurance  plans. 

Plan  II      -  Insurance  with  private  carriers. 

Plan  III    -  State  compensation  insurance  plan. 

The  total  costs  allocated  to  each  plan  include  both  direct  and  indirect 
costs .  Direct  costs  are  easily  identified  as  a  cost  to  a  particular  plan . 
Indirect  costs  cannot  be  identified  as  a  part  of  one  plan  and  are 
allocated  among  plans  by  a  logical  and  reasonable  method.  For 
example,  the  division  allocates  expenses  associated  with  the  workers' 
compensation  judge  based  on  the  number  of  petitions  filed  for  each 
plan.  Our  review  indicates  the  administrative  costs  allocated  to  the 
state  compensation  insurance  plan  are  reasonable. 

The  assessment  amounts  are  calculated  and  assessed  to  each  of 
the  three  plans.  The  amount  assessed  each  Plan  I  insurer  is  based  on 
total  payroll  of  the  self -insured  employer.  Plan  II  costs  are  assessed 
based  on  the  percentage  of  premiums  collected  by  the  private  carrier 
to  the  total  Plan  II  premiums  collected.  Costs  for  Plan  III  are 
included  in  premiums  paid  by  employers  to  the  state  fund.  For  fiscal 
year  1985-86,  a  total  of  $6,315,425  was  assessed  for  administrative 
costs  to  the  three  plans  as  follows: 
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Plan  I  $   65,086 

Plan  II  369, 8A4 

Plan  III  5,880.495 

Total  $6.315.425 

RATIO  ANALYSIS 

We    completed    a    comparison    of    operating    ratios    for    the    state 
compensation  insurance  plan  (Plan  III)  with  similar  programs  in  seven 
other  states   for  fiscal  year   1985-86.      Four  of  the   states,   Arizona, 
Idaho,      Oregon     and     Utah,     operate     similar     three-way     workers' 
compensation  programs,  while  two  states,  Nevada  and  Washington  have 
two-tiered  programs   (a  state  fund  and  self-insurers) .     The  seventh 
state,     North     Dakota,     operates     a    monopoly    system    for    workers' 
compensation.       Ratios    compared    included   administrative   costs   as   a 
percentage   of  benefits   paid  and  premiums   earned.      In  addition,   we 
calculated     the     administrative     costs     per     claim    filed.         Montana's 
administrative      costs      averaged      approximately     $1,750     per     wage 
compensation  claim  filed  during  fiscal  year  1985-86.      This  ratio  was 
not     comparable     to     other     states     because     of     different     reporting 
requirements  and  statistical  information  accumulated  by  each  state. 

Other  States 

Illustration  #9  indicates  Montana  had  the  second  lowest 
percentage  of  administrative  costs  to  benefits  paid  at  9.14  percent. 
Only  North  Dakota's  administrative  costs  of  6  percent  of  benefits  paid 
was  lower.  Also,  Montana's  administrative  costs  were  11.6  percent  of 
earned  premiums.  Of  the  seven  states  surveyed,  only  Utah, 
Washington,  and  North  Dakota  had  lower  percentages  than  Montana 
when  comparing  costs  to  premiums  earned. 


37 


OPERATING   RATIO   FOR   STATE  WORKERS'   COMPENSATION   PLANS 

FISCAL  YEAR   1985-86 


Administrative  Costs/  Administrative  Costs/ 

Benefits  Paid  Earned  Premium 


OREGON 

25.15% 

24.14% 

IDAHO 

22.23% 

11.93% 

WASHINGTON 

18.90% 

10.88% 

NEVADA 

16.78% 

14.20% 

ARIZONA 

13.66% 

12.78% 

UTAH 

10.04% 

7.77% 

MONTANA 

9.14% 

11.60% 

NORTH  DAKOTA 

6.00% 

11.16% 

Source:    Compiled  by  the  Office  of  the  Legislative  Auditor 

Illustration  #9 

According  to  these  ratios,  Montana's  state  fvind  administrative  costs 
appear  comparable  to  workers'  compensation  funds  administered  in 
other  states  and  reasonable  when  based  on  dollar  benefits  paid  and 
premiums  earned.  However,  these  other  states  have  different  benefit 
and  premium  structures  which  may  detract  from  their  comparability 
with  Montana. 

The  American  Association  of  State  Compensation  Insurance  Funds 
(AASCIF)  pubUshed  a  "Fact  Book  Statistical  Report"  for  calendar  year 
1985  presenting  information  from  the  seventeen  states  administering  a 
state  compensation  insurance  plan.  Statistics  in  this  report  confirm 
that  Montana's  administrative  costs  as  compared  to  earned  premiums 
are  some  of  the  lowest  for  states  administering  a  state  fund.  The 
AASCIF  report  shows  that  Montana's  expense  ratio  (operating  expenses 
divided  by  earned  premium)  was  10.39  percent  for  1985,  the  second 
lowest  of  the  states  analyzed.  Expense  ratios  for  the  seventeen  states 
ranged  from  4.56  percent  to  49.35  percent.  The  average  percentage 
for  the  twelve  states  with  three  insurance  plans  (like  Montana)  was 
23.5  percent. 

The  AASCIF  compared  the  number  of  accidents  reported  to 
number  of  personnel  of  the  various  state  compensation  insurance 
funds.       The  AASCIF  analysis   indicates   Montana  had  a  higher   than 
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average  accident  per  state  fund  employee  for  calendar  year  1985. 
Montana's  ratio  of  accidents  reported  per  state  fund  employee  was 
231.74  while  the  seventeen-state  average  was  201.42  accidents  per 
employee.  The  average  for  states  with  three  insurance  plans  was 
170.84  accidents  per  employee.  Based  on  our  Limited  review  of 
Montana's  administrative  costs  and  the  comparisons  to  workers' 
compensation  funds  administered  by  other  states,  we  do  not  believe 
the  administrative  costs  are  excessive. 
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CHAPTER  V 
PREMIUM  PROCESS 

We  reviewed  the  division's  process  for  setting  employer  premium 
rates.  Our  objectives  were  to  determine  the  reasonableness  of  the 
process  and  the  consistency  with  which  it  is  applied  to  all  employers 
insured  by  the  State  Compensation  Insurance  Fund   (SCIF). 

The  process  begins  with  the  establishment  of  the  employee 
classifications.  The  SCIF  uses  the  employee  classification  code  used 
by  the  National  Council  on  Compensation  Insurance  (NCCI).  Once 
the  employee  class  code  is  established  the  SCIF  consulting  actuary 
calculates  "manual"  rates  for  each  classification.  These  manual  rates 
are  set  based  upon  the  injury  experience  of  the  employee 
classification.  For  example,  a  fireman  has  a  greater  chance  of  being 
injured  than  does  a  clerical  worker  because  of  his/her  hazardous 
occupation . 

The  next  step  in  the  process  is  to  factor  in  the  employer 
experience.  The  employer's  experience  rating  is  based  upon  the  three 
previous  fiscal  years  and  includes  factors  to  recognize  both  the 
frequency  and  severity  of  an  accident.  The  SCIF  contracts  with  the 
NCCI  to  calculate  an  experience  modification  factor  for  the  SCIF 
employers  that  qualify  for  a  rating.  Each  employer  premium  is  based 
upon  the  employer's  respective  employee  classes  and  its  experience 
modification  factor.  This  information  is  merged  into  the  policyholder 
file  for  billing  purposes.  The  employer  submits  a  quarterly  payroll 
report,  wMch  is  used  to  calculate  the  premium  due  for  that  quarter. 
The  division  then  bills  the  employer  for  the  premium  due  and  deposits 
all  receipts  in  the  SCIF. 

Our  review  of  the  premium  process  was  limited  to  determining 
the  reasonableness  of  the  process  for  setting  employer  premium  rates. 
During  the  financial-comphance  audit  of  the  Department  of  Labor  and 
Industry  we  reviewed  the  premium  collection  process.  Included  in  this 
report  is  an  issue  related  to  premium  collections  that  was  identified 
during  that  review,  but  developed  during  the  performance  audit  (see 
page  44). 
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EXPERIENCE  FACTORS 

We  examined  procedures  used  to  determine  manual  premium  rates 
for  each  payroll  classification  and  experience  modification  factors  for 
SCIF  policyholders.  We  specifically  reviewed  the  procedures  used  for 
the  rate  increase  effective  January  1,    1987. 

The  SCIF  retains  a  consulting  actuary  to  advise  the  fvmd  in 
setting  rates.  In  revising  the  manual  rates  for  January  1,  1987,  the 
division  submitted  premium,  payroll  and  liability  data  for  each 
employee  classification  to  the  actuary.  The  actuary  calculated  the 
experience  rate,  the  weighted  experience  rate  based  on  the  dollar 
value  of  payroll  covered  in  each  class  and  the  suggested  rate  to  cover 
anticipated  experience  and  the  past  unfunded  Liability.  The  SCIF 
management  modified  the  rates  calculated  by  the  actuary  as  follows: 

1.  Rates    were   not    increased   more    than    100  percent   for  any 
employee  classification . 

2.  The  actuary  calculated  increases  greater  than  100  percent 
were  not  spread  to  other  payroll  classes. 

3.  No  premium  rates  were  decreased,  regardless  of  experience. 
(Only  five  rates  were  affected  by  this  provision.) 

The  actuary  recommended  rates  sufficient  to  cover  the  unfunded 
liability  or  1.25  times  the  weighted  experience  rate  for  each  employee 
classification.  The  SCIF  implemented  approximately  50  percent  of  the 
increase  recommended.  We  examined  rates  for  20  of  the  376  class 
codes.  Of  those  20,  10  reflect  rate  increases  totally  attributable  to 
the  unfunded  hability,  4  reflect  increases  totally  attributable  to 
experience,  5  reflect  increases  traceable  to  both  factors  and  1  had  no 
increase.  For  the  17  classifications  for  which  the  National  Council  on 
Compensation  Insurance  (NCCI)  published  recommended  rates  (adjusted 
for  sales  commission),    15  SCIF  rates  were  lower  and  2  were  higher. 

We  compared  the  January  1,  1987  SCIF  rates  with  those  of 
several  private  carriers.  Private  carriers  adopted  either:  rates 
recommended  by  NCCI,  modified  NCCI  rates,  or  rates  set  by  the  SCIF 
increased  by  a  set  factor.     All  manual  rates  filed  for  specific  employee 
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classifications  by  private  carriers  were  higher  than  those  filed  by  the 
SCIF. 

Based  on  our  review  we  determined  the  procedures  used  by  the 
SCIF  to  establish  premium  rates  are  reasonable.  However,  the  division 
modified  the  recommended  premium  rates  for  January  1987  and  tlie 
established  rates  were  not  adequate  as  discussed  in  our  financial- 
compUance  audit  report   (86-10,   March,    1987). 

POLICY   SERVICES 

The  Policy  Services  section  is  under  direction  of  the  State 
Insurance  Fund  Bureau.  To  perform  the  duties  described  on  page  5  of 
this  report,  there  are  nineteen  full-time  equivalent  positions  in  the 
Policy  Services  Section;  one  supervisor,  one  administrative  assistant, 
one  section  secretary,  four  employer  representatives,  four  employer 
representative  assistants ,  four  employer  representative  technicians ,  and 
four  clerk  typists. 

Proper  Employee  Coverage 

Claims  are  initially  r-eceived  in  Accident  Cataloging  where  they 
are  assigned  an  accident  number.  The  claim  is  then  sent  to  Policy 
Services.  An  employer  representative  examines  the  claim  and  assigns 
an  employer  classification  code.  The  code  number  indicates  type  of 
business  of  the  employer  and  the  applicable  premium  rate. 

The  employer  representative  examines  the  employer's  insurance 
policy  to  verify  the  employer  has  proper  coverage  for  a  particular 
employee  classification.  If  the  employer  does  not  have  adequate 
coverage,  the  employer  representative  adds  necessary  coverage  to  the 
poUcy.      The  employer  representative  then  determines: 

1 .  how  long  the  missing  type  of  coverage  should  have  been  in 
effect;  and 

2.  if    lack    of    coverage    was    due    to    employer    error    or    an 
oversight  by  the  Division  of  Workers'   Compensation. 

If  the  employer  representative  determines  lack  of  coverage  is  due 
to  employer  error,  past  premiums  are  calculated  and  levied  against  the 
employer.     If  lack  of  coverage  is  determined  to  be  due  to  an  oversight 
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by  the  division,  past  premiums  are  not  collected.  In  both  situations 
however,  future  premium  rates  are  adjusted  to  reflect  correct 
coverage . 

The  Policy  Services  Section  or  the  Claims  Management  Section 
can  request  an  audit  of  an  employer  by  the  Audit  Bureau  if  a  claim 
raises  questions  about  an  employer  having  the  proper  class  codes.  The 
Audit  Bureau  makes  on-site  inspections  to  see  what  type  of  work  the 
employer  is  engaged  in.  A  determination  is  made  for  the  class  codes 
appropriate  for  the  employer. 

The  Audit  Bureau  also  does  600  to  900  random  employer  audits 
related  to  federal  requirements  for  unemployment  insurance  coverage. 
During  these  audits  the  bureau  checks  several  aspects  of  the 
employer's  workers'  compensation  coverage  including  if  the  employer 
has  workers'  compensation  insurance  and  if  the  employer  is  paying 
premiums  under  the  proper  class  codes.  The  Audit  Bureau  also 
completes  a  financial  review  of  the  employer's  payroll  to  determine  if 
the  employer  is  paying  the  proper  premium. 

A  potential  problem  exists  because  employers  can  avoid 
purchasing  adequate  insurance  coverage  until  an  accident  occurs.  An 
employer  could  obtain  minimum  coverage,  then,  when  an  accident 
occurs,  update  the  policy  by  paying  past  premiums  and  cover  the 
accident.  The  circumstances  described  could  result  in  a  premium 
collection  lower  than  the  required  premium  amount.  If  an  accident 
does  not  occur,  the  employer  has  avoided  paying  premiums  for 
adequate  coverage  and  those  premiums  and  interest  have  been  lost  to 
the  SCIF. 

Because  the  division's  current  system  provides  after-the-fact 
controls,  and  no  sanctions  against  employers,  the  division  should 
consider  evaluating  the  extent  of  the  occurrences  of  employers  paying 
premiums  in  the  wrong  class  codes.  The  division  could  look  at  past 
experiences  with  changes  in  class  codes  that  were  made  after  claims 
were  received.  The  results  of  past  audits  of  employers  by  the  Audit 
Bureau  could  give  some  indications  of  the  extent  of  the  problem.  If 
this  appears   to  be  a  recurring  situation,   the  division  could  consider 
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establishing    a    penalty    if    the    lack    of    proper    coverage    is    due    to 
employer  error  (this  may  require  legislation). 

RECOMMENDATION  #12 

WE    RECOMMEND    THE    DIVISION     EVALUATE    THE    NEED     FOR 

STRONGER   CONTROLS  OVER  EMPLOYERS  OBTAINING  PROPER 

COVERAGE. 


INTEREST   ON   OVERDUE  PREMIUMS 

The  division  does  not  charge  interest  on  overdue  workers' 
compensation  premiums.  Section  39-71-2306,  MCA,  gives  the  state 
fund  the  authority  to  charge  a  rate  comparable  to  rates  charged  by 
financial  institutions  in  the  state.  We  performed  an  analysis  of 
overdue  premiums  in  fiscal  year  1985-86  to  estimate  the  amount  of 
Interest  income  lost  to  the  state  fund. 

At  the  end  of  the  quarter  for  which  employers  have  received 
workers'  compensation  coverage,  the  division  requires  a  payroll  report 
from  each  employer.  Employers  have  30  days  to  submit  the  payroll 
report.  The  division  then  calculates  the  premium  due  and  sends  out 
billings,  allowing  the  employer  20  days  to  pay.  If  the  premium  is  not 
paid  within  the  20  days  the  division  sends  a  30  day  cancellation 
notice.  A  14  day  reminder  is  sent  if  the  employer  still  hasn't  paid  14 
days  after  the  cancellation  notice  is  sent.  By  the  time  this  process 
has  run  its  course,  it  is  possible  for  an  employer  to  have  received 
almost  six  months  coverage  without  paying  a  premium.  Because  of  this 
fact,  the  division  does  require  that  each  employer  remit  a  deposit 
approximately  equal  to  one -half  year's  premium. 

Our  analysis  of  interest  income  lost  in  fiscal  year  1985-86  was 
based  on  the  number  of  30  day  cancellation  notices  and  14  day 
reminders  sent  by  the  division  in  the  first  two  quarters  of  the  fiscal 
year.  Using  a  rate  of  8.25  percent,  which  was  the  rate  paid  for 
investment  in  the  state's  Short  Term  Investment  Pool  in  fiscal  year 
1985-86,  we  estimated  the  state  fund  lost  interest  income  of 
approximately  $29,000.      A  division  official  stated  that  interest  is  not 
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charged    because    of    the    difficulty   and    cost    of   integrating   a    daily 
interest  calculation  in  the  accounts  receivable  computer  system. 

An  alternative  to  charging  interest  is  the  assessment  of  a  penalty 
on  all  premiums  for  which  a  30  day  cancellation  notice  is  mailed. 
Because  state  law  currently  only  authorizes  charging  of  interest,  the 
division  would  have  to  seek  statutory  authority  to  assess  a  penalty. 
We  calculated  that,  using  a  one-half  percent  (.5%)  penalty  rate,  the 
division  would  have  assessed  approximately  $22,000  in  penalties  in  the 
first  two  quarters  of  fiscal  year  1985-86.  The  division  would  incur 
some  costs  in  changing  bilUng  forms  to  include  the  penalty  provision 
and  making  a  computer  programming  change  to  include  the  penalty  in 
the  amount  billed  with  the  30  day  notice.  We  believe  such  costs 
would  be  recovered  easily  either  through  the  penalties  assessed  or 
increased  interest  income  to  the  state  fund  derived  from  more  timely 
premium  remittances  by  insured  employers. 

RECOMMENDATION  #13 


WE  RECOMMEND  THE  DIVISION: 

A.  CHARGE  INTEREST  ON  OVERDUE  PREMIUM  ACCOUNTS. 

B.  SEEK  STATUTORY  AUTHORITY  TO  ASSESS  PENALTIES  ON 
OVERDUE  PREMIUM  ACCOUNTS. 
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CHAPTER   VI 
UNINSURED   EMPLOYERS 

One  of  the  specific  workers'  compensation  issues  raised  by 
legislators  related  to  uninsured  employers.  An  iminsured  employer  is 
an  employer  who  either  by  oversight  or  purposefully,  does  not  obtain 
workers'  compensation  coverage.  Section  39-71-401,  MCA,  sets  forth 
the  types  of  employments  that  require  coverage  and  the  types  of 
emplojnnents  exempted.  Generally  all  employers  are  required  to  have 
workers'  compensation  coverage  with  the  following  major  exemptions: 

household  employment; 

members  of  the  employer's  family  (if  living  at  home); 

sole  proprietors  and  working  partners;   and 

independent  contractors. 

To  evaluate  the  uninsured  employer  area  we  reviewed  the 
division's  Uninsured  Employers  Unit.  This  involved  interviews  with 
unit  personnel  and  other  department  steiff,  a  review  of  a  sample  of 
uninsured  employer  files,  and  review  of  the  unit's  standard 
correspondence,  division  management  reports  and  other  related 
background  information. 

UNINSURED  EMPLOYERS'  FUND 

The  Uninsured  Employers'  Fund  was  estabUshed  by  law  in  1977. 
The  purpose  of  the  fund  is  to  pay  an  injured  employee  of  an  uninsured 
employer  the  same  benefits  as  if  the  employer  had  been  properly 
insured.  The  fund  receives  funding  from  penalties  charged  to 
uninsured  employers.  The  penalty  is  double  the  premium  amount  if  the 
employer  had  been  enrolled  under  Plan  III  or  $200,  whichever  is 
greater.  In  addition,  uninsured  employers  are  required  to  pay  to  the 
fund  the  amount  of  benefits  (medical  and  wage  compensation)  due  any 
of  their  injured  workers.  Any  money  for  benefits  received  from 
employers  is  paid  back  out  to  the  claimant.  Employers  also  have  the 
option  of  paying  claimants  directly. 
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The  Uninsured  Employers'  Fund  has  been  insolvent  since  January 
1981.  The  fund  balance  has  been  increasing  (as  of  December  31,  1986 
the  balance  was  approximately  $874,000),  but  there  is  not  enough  to 
cover  the  estimated  liabiUty  of  $1.6  milhon.  Since  the  fund  was 
declared  insolvent,  only  one  court-ordered  settlement  has  been  paid 
from  the  fund.  From  January  1981  through  December  31,  1986,  there 
have  been  324  claims  filed  against  the  fund. 

Senate  Bill  315  (passed  by  the  1987  Legislature)  addresses  the 
Uninsured  Employers'  Fund  in  view  of  the  hmited  funding  available. 
The  bill  eliminates  the  requirements  for  surpluses  and  reserves  and 
directs  the  division  to  pay  wage  loss  and  medical  benefits  (but  without 
any  lump-sum  payments).  The  division  still  has  the  option  of 
proportionately  reducing  benefits  if  funding  is  not  adequate  to  fully 
pay  all  claims. 

Division  Expenditures 

The  law  specifies  that  the  administration  of  the  Uninsured 
Employers'  Fund  shall  be  paid  out  of  the  money  in  the  fund.  The 
division  charges  both  direct  and  indirect  costs  related  to  the  uninsured 
employers'  program  to  the  fund.  The  following  illustration  shows  the 
administrative  expenses  charged  to  the  fund  for  the  last  five  fiscal 
years . 

ADMINISTRATIVE  EXPENSES 
UNINSURED   EMPLOYERS'  FUND 
Fiscal  Years   1982-83  to  1986-87 


Fiscal  Year  Administrative  Expenses 

1982-83  $123,082 

1983-84  118,710 

1984-85  106,427 

1985-86  84,198 

1986-87  104,907   (est.) 

Source:      Compiled  by  the  Office  of  the  Legislative  Auditor 

Illustration  #10 
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UNINSURED   EMPLOYERS'   PROGRAM 

The  uninsured  employers'  program  is  a  unit  under  the  PoHcy 
Compliance  Section  of  the  Insurance  Compliance  Bureau.  The  unit 
consists  of  a  claims  investigator  and  two  half-time  administrative 
aides . 

Direct  costs  of  the  unit  are  charged  to  the  Uninsured  Employers' 
Fund.  These  costs  include  salaries  and  benefits,  mail  costs,  and  travel 
costs.  Other  direct  costs  include  time  charged  by  the  Audit  Bureau  of 
the  department  for  work  related  to  auditing  uninsured  employers. 
Indirect  costs  to  the  fund  include  part  of  the  salary  and  benefits  for 
the  supervisor  of  the  unit  and  support  staff,  and  the  program's  share 
for  the  administrative  assessment  for  the  division  (overall  costs  not 
charged  to  a  particular  program) . 

A  major  part  of  the  uninsured  employers'  program  involves 
following  up  on  claims  submitted  by  injured  employees  of  uninsured 
employers.  Claimants  are  advised  of  five  options  for  settling  their 
claims.  Three  options  involve  various  independent  actions  the 
claimants  can  take  directly  against  their  employers.  The  other  two 
options  are: 

1.  Apply  for  benefits  from  the  Uninsured  Employers'  Fvmd 
(which  is  currently  not  paying  benefits);   or 

2.  Enter  into  an  agreement  with  the  division  where  the 
division  will  attempt  to  collect  benefits  from  the  employer 
(available  October  1,    1985). 

The  division  has  been  working  on  about  40  cases  with  assignment 
agreements.  At  the  time  of  our  review,  wage  compensation  had  been 
obtained  for  one  claimant  and  medical  benefits  for  five  claimants.  The 
benefits  received  have  totaled  approximately  $38,000.  To  collect  the 
benefits  the  division  has  issued  orders  to  require  the  employers  to  pay 
benefits . 

In  addition  to  attempting  to  collect  benefits  for  uninsured 
claimants,  the  unit  locates  the  uninsured  employers  of  these  claimants 
to  collect  penalties  for  the  period  of  time  they  were  without  coverage. 
The    unit    also    ensures    the    employer    obtains    coverage    and    if    the 


48 


employer  refuses,  the  unit  issues  a  closure  order.     The  unit  issued  40 
closure  orders  from  November  1986  through  March  1987. 

An  uninsured  employer  may  have  already  closed  his  business  or 
otherwise  not  pay  the  penalty.  These  cases  are  turned  over  to  the 
Department  of  Revenue  for  collection.  Some  employers  will  not 
cooperate  in  giving  payroll  data  to  the  unit  (needed  to  calculate  the 
penalty).  Failure  to  cooperate  can  also  result  in  a  closure  order.  A 
closure  order  may  prompt  the  employer  to  get  coverage. 

WORK  LOAD  AND  EMPHASIS  OF  THE  UNIT 


The  major  work  load  of  the  unit  involves  investigating  uninsured 
employers  from  claims  received  from  their  injured  employees .  The  unit 
also  obtains  leads  from  complaints  submitted  to  the  division, 
information  provided  by  the  Audit  Bureau  while  doing  other  audits  of 
employers ,  and  the  Safety  Bureau  of  the  division .  The  division  obtains 
most  leads  from  claims  submitted  by  injured  employees. 

The  following  illustration  reflects  the  number  of  investigations 
made  by  the  unit,  and  the  number  of  employers  fined  for  the  last  five 
fiscal  years. 

NUMBER   OF  UNINSURED   EMPLOYERS   INVESTIGATED  AND   FINED 


Fiscal 

Years 

1981-82 

to 

1985- 

-86 

Fiscal 

Year 

Number  Inves 

tigated 

Number  Fined 

1981-82 
1982-83 
1983-84 
1984-85 
1985-86 
Total 

634 
712 
897 

961 
1,021 
4,225 

228 
239 
176 
311 
458 
1,412 

Source:     Workers'  Compensation  Division  Annual  Reports 

Illustration  #11 

According  to  division  officials  the  difference  between  the  number  fined 
and  the  number  investigated  results  because  not  all  investigations  turn 
up   uninsured   employers.      Some   employers   end   up   having  coverage 
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under  a  different  name.      Other  employers  end  up  fitting  into  one  of 
the  exceptions  under  the  law  and  do  not  require  coverage. 

Number  of  Uninsured  Employers 

The  total  number  of  uninsured  employers  is  not  known.  The 
division  concentrates  on  following  up  on  uninsured  employers  who  have 
injured  workers  submitting  claims  to  the  division.  Management  of  the 
uninsured  employers'  program  indicated  other  sources  of  information 
could  be  used  to  identify  additional  uninsured  employers .  These 
sources  include  information  on  state  businesses  maintained  by  the 
Department  of  Revenue  and  information  on  corporations  maintained  by 
the  Secretary  of  State. 

Some  computer  matching  options  may  also  exist.  The  Uninsured 
Employers  Unit  and  the  Audit  Bureau  both  use  Unemployment 
Insurance  Division  computer  files  to  obtain  information  on  potential 
uninsured  employers.  These  checks  are  done  for  individual  employers 
(often  to  find  payroll  data)  rather  than  to  find  more  leads  on 
uninsured  employers.  Some  problems  hinder  direct  computer  matching 
of  employers  from  the  division's  files  with  those  on  the  Unemployment 
Insurance  Division  files.  These  include  the  absence  of  a  common  ID 
(i.e.,  consistent  use  of  the  federal  identification  number),  the  use  of 
different  business  names  by  some  employers,  and  the  different 
exemptions  under  the  two  programs. 

The  Chief  of  the  Insurance  Compliance  Bureau  indicated  the 
division  plans  to  do  more  in  the  area  of  uninsured  employers  in  fiscal 
years  1987-88  and  1988-89.  The  division  considered  adding  another 
claims  investigator  and  having  more  work  done  by  the  Audit  Bureau. 
Audit  Bureau  expenditures  related  to  uninsured  employers  currently 
average  around  $12,000  per  year.  According  to  division  officials,  this 
will  increase  to  over  $100,000  per  year. 

Because  of  the  additional  emphasis  in  this  area,  it  may  be 
appropriate  for  the  division  to  evaluate  the  funding  for  the  Uninsured 
Employers'  Unit.  Currently  the  division  works  mostly  on  employers 
with  employee  claims  and  funds  the  work  from  the  Uninsured 
Employers'  Fund.     This  is  appropriate  since  the  fund  was  estabhshed 
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to  help  the  injured  employees  of  uninsured  employers.  The  unit  also 
administers  other  sections  of  the  law  related  to  the  fund  including  the 
assessment  and  collection  of  penalties  and  the  issuance  of  closure 
orders.  If  the  division  expands  work  in  this  area  beyond  employers 
with  claims  against  them,  it  may  require  an  additional  funding  source. 
Such  additional  work  may  exceed  "the  cost  of  administration  of  I  he 
fund   ..."  as  defined  in  current  law. 

CONCLUSION 

The  division  has  made  several  changes  in  the  area  of  uninsured 
employers  since  our  performance  audit  completed  in  1974.  The  division 
uses  funds  from  the  Uninsured  Employers'  Fund  appropriately  since 
most  of  the  work  paid  for  from  the  fund  goes  towards  investigating 
claims  from  employees  of  uninsured  employers.  The  division  should 
continue  efforts  towards  finding  uninsured  employers. 

Senate  Bill  315  made  some  changes  that  should  allow  more 
payments     of     employee     claims.  In     addition,      Senate     Bill  118 

(Chapter  586,  Laws  of  1987)  should  help  to  encourage  employers  to 
obtain  workers'  compensation  coverage.  Under  this  law  (which 
becomes  effective  July  1,  1987)  an  employer  who  does  not  obtain 
coverage  could  be  fined  up  to  $50,000  or  be  imprisoned  for  a  term  up 
to  10  years,   or  both. 

Division  management  should  examine  the  appropriate  funding 
source  for  the  uninsured  employers'  program  if  the  division  intends  to 
greatly  expand  its  work  in  this  area. 
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CHAPTER  VII 
NEW   DATABASE   SYSTEM 

BACKGROUND 

During  the  fall  of  1979  the  division  performed  a  preliminary 
needs  study  relating  to  the  State  Insurance  Fund  claims  process, 
objectives,  and  problems.  The  division  identified  a  need  for  an 
improved  automated  system  as  a  result  of  this  study. 

In  1980  the  division  determined  the  current  system  could  not  be 
revised  to  meet  needs  and  decided  to  develop  a  new  system.  At  that 
time,  the  division  entered  into  a  development  agreement  with  the 
Department  of  Administration's  Systems  Development  Bureau  (SDB). 

During  development  the  project  was  divided  into  three  sections - 
PoUcy  Services,  Claims  Management  (including  Compensation  Payments) 
and  Medical  Payments.  Implementation  is  scheduled  in  four  phases  as 
follows : 

Section  Implementation  Date 

Policy  Services  March  1985 

Accident  Cataloging  March  1987 

Medical  Payments  July  1987 

Compensation  Payments  To  be  scheduled 

The  objectives  of  our  audit  work  were  to:  1)  determine  if 
management  followed  a  controlled  approach  to  systems  development; 
2)  determine  the  adequacy  of  system  security;  and  3)  evaluate  the 
reasonableness  of  proposed  organizational  changes  for  maintaining  an 
adequate  segregation  of  functions. 

We  reviewed  the  adequacy  of  the  overall  development  process, 
systems  security,  and  proposed  organizational  changes.  We  identified 
problems  in  the  areas  of  systems  development  and  security.  As  a 
result  of  the  systems  development  problems,  we  identified  instances 
where  planning  could  have  been  improved.     Because  development  is 
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nearly  complete  these  concerns  should  be  addressed  during  a  post- 
implementation  review  to  ensure  the  system  is  operating  as  intended. 
Our  concerns  are  detailed  in  the  following  sections. 

SYSTEMS  DEVELOPMENT 

The  goal  in  systems  development  is  to  ensure  a  product  that 
meets  the  users  needs  in  the  most  cost  effective  manner.  A  typical 
development  project  uses  a  four  phase  methodology.  This  methodology 
includes:  1)  planning;  2)  design;  3)  development;  and  4)  testing  and 
implementation  of  the  system. 

We  identified  problems  in  the  area  of  planning  and  overall 
project  control. 

Planning 

We  found  that  Systems  Development  Bureau  (SDB)  did  not 
formally  present  the  division  with,  nor  did  the  division  request 
alternatives  relating  to  the  design  of  the  system.  Specifically,  no 
cost /benefit  analysis  was  performed  to  determine  the  feasibiUty  of 
using  other  alternatives  such  as  outside  consultants  or  service  bureaus . 
Such  an  analysis  should  have  been  performed  to  identify  the  most  cost 
effective  means  of  completing  the  project. 

Our  office  performed  an  audit  of  SDB  during  fiscal  year  1983-84 
at  which  time  this  same  problem  was  identified.  It  should  be  noted 
that  the  planning  phase  of  the  division's  new  system  took  place  before 
the  issuance  of  that  report.  Thus,  this  is  not  a  recurrence  of  the 
same  problem. 

During  our  1984  audit  SDB  personnel  indicated  this  occurred 
because  they  develop  the  system  they  see  as  the  preferred  solution  to 
agency  problems.  In  this  case,  the  division  requested  that  SDB 
perform  the  work.  For  future  development  projects  SDB  should  work 
with  user  agencies  to  develop  alternatives  and  associated  costs  for 
systems  design. 
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Project  Control 

Both  SDB  and  the  user  agency  share  responsibility  for  the 
successful,  cost  effective  completion  of  a  systems  development  project. 
This  includes  controlling  both  the  scope  and  cost  of  a  project.  The 
original  cost  estimate  (August  1982)  for  completion  of  the  division's 
new  database  system  was  $580,210.  Costs  incurred  through  January 
1987  are  approximately  $1,007,000  with  final  costs  estimated  at 
$1,035,000.  This  estimate  does  not  include  time  spent  by  division 
personnel.      SDB  personnel  attributed  cost  overruns  to  the  following: 

1 .  Errors  in  estimates  of  computer  time ; 

2.  Scope  changes;   and 

3.  Incorrect  personal  services  estimates. 

In  a  development  project,  items  1  and  3  are  the  responsibility  of 
SDB,  while  item  2  relates  to  the  division's  role  in  project  control.  We 
identified  two  specific  problems  which  limited  the  division's  ability  to 
meet  its  responsibilities.  First,  because  of  the  length  of  the  project, 
needs  changed  during  the  course  of  the  development.  Consequently, 
many  scope  changes  occurred  and  the  cost  of  the  project  escalated. 
Division  personnel  indicated  one  of  the  major  problems  was  no 
distinction  was  made  between  enhancements  to  the  project  and  major 
scope  changes.  SDB  and  user  agencies  should  work  together  at  the 
beginning  of  a  project  to  develop  criteria  to  differentiate  between 
enhancements  and  scope  changes.  Enhancements  could  then  be 
accumulated  and  evaluated  to  determine  when  a  change  in  scope  of  the 
project  is  warranted. 

Secondly,  a  project  management  team  was  in  place  only  during 
the  initial  formal  design  phase.  The  project  management  team  was 
disbanded  after  the  formal  design  phase  even  though  major  changes 
and  enhancements  were  occurring  during  the  life  of  the  project.  The 
team  was  reactivated  in  the  past  six  to  nine  months  for  the 
implementation  phase  of  the  project.  To  fully  address  the  concerns  of 
everyone  involved,  upper  level  management  within  the  division  should 
participate  through  the  entire  project,  design  through  implementation. 
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The  team  should  be  involved  in  communicating  user  needs  as  well  as 
provide  direction  in  identifying  and  implementing  organizational 
changes . 

The  problems  noted  above  resulted  in  the  following  situations 
which  could  have  been  addressed  through  the  course  of  the  project. 

Lack  of  Suspense  Files 

Although  the  new  system  provides  a  suspense  file  for  rejected 
medical  payments,  it  does  not  provide  a  suspense  file  for  rejected 
reserve  transactions,  compensation  payments  and  medical  payment 
financial     adjustments.  The     accounting     staff     will     have     the 

responsibility  to  log  rejected  transactions  and  follow-up  to  ensure 
corrections  are  made.  Because  the  new  controls  ai^e  similar  to  the 
controls  of  the  current  system,  they  will  not  be  effective  in  providing 
for  timely  correction  of  errors  and  an  adequate  transaction  trail.  In 
our  report  to  the  Department  of  Labor  and  Industry  (March  1987)  we 
identified  a  lack  of  internal  control  over  rejected  documents.  Timely 
error  correction  and  adequate  documentation  for  management  control 
were  not  assured.  A  lack  of  control  over  error  corrections  could 
compromise  the  integrity  of  the  database  and  should  be  addressed. 
Division  personnel  indicated  that  at  the  time  the  system  was  designed, 
the  controls  over  error  correction  and  transaction  trail  were  not 
identified  as  a  problem. 

Reserving  Process 

The  process  of  establishing  reserves  did  not  change  from  the 
current  system  except  that  the  Reserve  Analyst  will  estabhsh  reserves 
through  direct  data  entry.  The  analyst  will  continue  to  see  each  new 
claim  file  and,,  in  most  cases  establish  the  average  reserve.  Any 
medical  bills  attached  to  the  new  wage  compensation  claim  file  will  be 
delayed  from  entering  the  payment  process  until  the  Reserve  Analyst 
establishes  the  reserve. 

The  new  system  could  automatically  set  the  average  reserves  for 
all  new  claims  without  data  entry.  The  Reserve  Analyst  could  then 
review  cases  as   necessary   to  refine   the  r-eserve  estimate.      We  noted 
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there  is  no  plan  to  require  a  documentation  trail  establishing  reserve 
amounts  that  are  exceptions  to  the  average  reserve.  Documentation 
(i.e.,  changes  in  estimates,  etc.)  helps  ensure  the  accuracy  of  data 
input,  and  is  necessary  for  1  raining  and  investigating  unusual 
situations. 

As  indicated  in  earlier  sections  of  this  report,  the  analyst  cannot 
perform  the  six-month  review  of  cases  on  a  timely  basis  due  to  the 
volume  of  daily  work.  Automating  the  initial  reserve  process  would 
result  in  a  more  timely  review  and  consequently  more  accurate 
reserves.  The  lack  of  an  error  suspense  file  and  audit  trail  for  this 
process  increases  the  need  to  minimize  user  data  entry. 

RECOMMENDATION   #14 


WE  RECOMMEND  THE  DIVISION: 

A.  ENSURE  THE  SYSTEM  PROVIDES  A  SUSPENSE  FILE  FOR 
RESERVE  TRANSACTIONS,  COMPENSATION  PAYMENTS, 
AND  MEDICAL  PAYMENTS   FINANCIAL  ADJUSTMENTS. 

B.  AUTOMATE  THE  INITIAL  RESERVE  PROCESS. 

C.  ENSURE  THE  RESERVE  ANALYST  DOCUMENTS  CHANGES 
IN  RESERVE  ESTIMATES. 


Incomplete  Planning 

The  following  two  sections  discuss  areas  where  planning  of  the 
new  system  could  have  been  improved. 

Physician's  First  Report 

The  portions  of  the  database  which  became  operational  in  April 
1987  require  the  use  of  a  social  security  number  for  each  claimant.  If 
a  social  security  number  is  not  available,  then  a  system-generated 
number  must  be  assigned.  This  increases  the  likelihood  of  duplicate 
claimant  records  when  subsequent  forms  with  the  actual  social  security 
number  are  received.  Therefore,  the  division  should  make  every  effort 
to  obtain  the  social  security  number  through  the  use  of  its  forms. 
The  Physician's   First  Report   (Form  39)    does  not  contain  a  place  for 

56 


the  social  security  number.  The  Physician's  First  Report  is  often  the 
first  document  received  relating  to  a  new  claim.  A  portion  of  the 
form  is  filled  out  by  the  physician's  medical  secretary  while  the 
claimant  is  present.  The  social  security  number  could  be  requested 
from  the  claimant  at  that  time. 

Users'  Manual 

The  Administrative  Support  Bureau  did  not  provide  a  complete 
users'  manual  to  the  Accident  Cataloging  Section  prior  to  the  April 
1987  implementation  of  that  phase  of  the  database.  Although  the 
section  received  training  materials,  they  were  not  comprehensive.  As 
a  result,  the  amount  of  time  the  section  requests  from  the 
Administrative  Support  Bureau  staff  is  probably  higher  that  it  would 
be  if  a  users'  manual  was  available.  Bureau  personnel  indicated  the 
reason  the  manual  was  not  written  prior  to  implementation  is  due  to  a 
lack  of  time. 

At  this  time  the  section  employees  are  not  using  some  of  the  on- 
line inquiry  functions  but  are  obtaining  information  from  printed 
material.  This  is  partly  due  to  lack  of  instruction  on  the  use  of  the 
inquiry  functions.  Whenever  printed  material  is  used,  the  possibility 
exists  that  it  is  outdated.  The  purpose  of  on-Une  inquiry  is  to 
provide  the  most  recent  information  available. 

Conclusion 

Based  on  the  extensive  size  of  the  system,  the  extended  period  of 
time  over  which  development  has  taken  place,  and  concerns  noted  in 
this  section  we  recommend  the  division  complete  a  post  implementation 
review.  A  post  implementation  review  should  include  items  such  as 
flow  charts  of  manual  procedures ,  and  a  review  of  operations  manuals , 
security  procedures,   application  controls,  and  accuracy  of  forms. 

We  recognize  this  will  entail  the  use  of  additional  staff  time 
which  is  a  scarce  resource.  However,  we  believe  this  is  an  important 
step  in  ensuring  the  system  is  operating  as  planned. 
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RECOMMENDATION  #15 

WE        RECOMMEND        THE        DIVISION        PERFORM       A       POST- 
IMPLEMENTATION   REVIEW  OF  THE  NEW  COMPUTER   SYSTEM. 


SECURITY 

A  good  security  system  includes  written  policies  and  procedures; 
documentation  which  allows  determination  of  compliance  with  policies 
and  procedures;  and  periodic  monitoring  of  user  activity.  In  our 
review  of  the  new  system  security,  we  noted  problems  as  detailed 
below . 

Policies 

The  division  implemented  our  prior  audit  recommendation  to 
develop  and  implement  pohcies  on  the  format,  use,  and  changing  of 
passwords.  However,  we  noted  other  areas  where  improvement  in 
security  policies  is  needed. 

We  observed  an  employee  had  gone  to  lunch  without  logging  off 
the  database.  The  employee  had  the  capabiUty  to  add  new  accidents 
to  the  system.  Security  policies  should  communicate  the  importance  of 
logging  off  the  system  when  the  terminal  is  unattended.  We  also 
noted  two  clerks  in  the  Administrative  Support  Bureau  had  access  to  a 
function  on  the  database  which  changes  the  records  on  initial  deposits. 
These  clerks  also  receive  cash  and  checks.  The  duties  should  be 
properly  segregated  so  no  employee  is  placed  in  a  position  to  perform 
and  at  the  same  time  conceal  an  improper  action.  This  segregation 
should  be  addressed  in  a  security  pohcy. 

Documentation 


In  order  to  perform  our  audit  work,  we  requested  a  listing  of 
users  and  their  level  of  access  to  system  data.  The  division  did  not 
previously  use  this  Usting  and  at  our  request,  it  was  developed.  The 
listing  was  incomplete  as  it  did  not  contain  the  users  names  and 
positions.  In  some  cases  the  division  did  not  know  the  users'  names. 
We  also  requested  a  printout  of  function  screens.    The  division  did  not 
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have  all  the  information  necessary  to  provide  us  with  that 
documentation.  After  we  obtained  the  information  from  the  Systems 
Development  Bureau  for  the  division,  the  division  provided  us  with  a 
printout  of  the  function  screens. 

The  division  did  not  document  the  authorization  for  access  to  use 
the  database  for  the  PoUcy  Services  section.  Current  policy  requires 
bureau  chiefs  to  authorize  the  level  of  access  with  a  signed  computer 
access  request.  These  users  were  established  with  access  in  1985 
based  on  knowledge  of  job  duties,  but  the  Administrative  Support 
Bureau  has  not  requested  signed  computer  access  requests. 

Monitoring  User  Activity 

Without  proper  documentation,  the  hkelihood  of  improper  access 
without  detection  is  increased.  We  noted  five  employees  with  access 
to  the  database  which  is  not  necessary  to  perform  their  job  duties.  In 
addition,  we  found  the  division  does  not  limit  the  inquiry  ability  for 
the  database.  The  division  could  minimize  risk  when  individuals  can 
access  only  those  resources  required  to  fulfill  their  job  responsibilities . 
The  division  believes  that  social  security  numbers  may  be  privileged 
information  under  state  law.  This  is  only  a  part  of  the  information 
maintained  on  the  database  that  may  be  considered  confidential.  In 
siich  a  case,  the  division  should  take  care  to  allow  access  to  that 
information  only  when  it  is  necessary  to  perform  job  duties. 

In  addition,  because  the  division  chose  to  link  user  identification 
with  job  positions,  passwords  become  the  primary  means  of  security. 
As  previously  noted,  the  division  has  implemented  our  prior 
recommendation  regarding  password  poUcies.  However,  a  password 
policy  not  only  needs  to  be  communicated  to  users,  but  should  be 
monitored  to  insure  adherence  to  the  policy.  Unauthorized  access  to 
the  system  could  result  if  the  password  policy  is  not  adhered  to  by 
the  users  and  if  passwords  are  not  changed  frequently. 
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RECOMMENDATION   #16 

WE      RECOMMEND      THE      DIVISION      REVISE      ITS      SECURITY 

POLICIES   TO: 

A.  INCLUDE  THE  IMPORTANCE  OF  LOGGING  OFF  AN 
UNATTENDED   TERMINAL; 

B.  MAINTAIN  AND  PERIODICALLY  REVIEW  ADEQUATE 
SECURITY  DOCUMENTATION  TO  ENSURE  THAT  USERS 
HAVE  THE  PROPER  LEVEL  OF  ACCESS;    AND 

C.  MONITOR  ADHERENCE  TO  THE  PASSWORD  POLICY  ON  A 
PERIODIC   BASIS. 
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CHAPTER  VIII 
ADDITIONAL  MANAGEMENT   CONTROLS 

Management  is  the  process  where  people  and  other  resources  are 
organized  and  coordinated  in  order  to  accomplish  predetermined 
objectives.  The  basic  task  of  all  managers  is  to  design  and  maintain 
an  environment  where  staff  can  work  towards  meeting  these 
objectives. 

Many  of  our  concerns  from  previous  chapters  and  our  discussion 
in  this  chapter  show  that  management  of  the  division  could  be 
improved.  The  workers'  compensation  process  is  a  complex  operation 
which  makes  management  more  difficult.  Because  of  the  complexity 
and  limited  resources ,  division  management  has  concentrated  its  efforts 
on  areas  it  has  established  as  high  priorities.  This  has  resulted  in  a 
reactive  management  approach  which  improved  division  operations  in 
some  areas  but  has  also  neglected  other  areas. 

Because  our  review  was  of  hmited  scope,  we  did  not  evaluate 
every  component  of  division  management.  However,  the  following 
sections  discuss  some  areas  where  management  of  the  division  could  he 
improved  in  relation  to  basic  management  practices. 

PLANNING  AND  ORGANIZING 

Adequate  planning  is  essential  for  effective  management.  Several 
areas  of  planning  we  reviewed  included  goals  and  objectives,  poUcies 
and  procedures,  and  database  development.  A  number  of  concerns 
discussed  in  earlier  chapters  relate  to  the  planning  performed  by  the 
division.  In  Chapter  II  we  noted  the  need  for  updated  policies  and 
procedures  for  claims  processing  in  the  Claims  Management  Section. 
Although  the  accident  cataloging  and  reserve  setting  areas  are  complex 
and  demand  a  variety  of  work,  we  found  no  formal  written  poUcies 
and  procedures  for  either  the  Accident  Cataloging  Section  or  for  the 
Reserve  Analyst.  Written  pohcies  and  procedures  would  help  direct 
division  work  toward  the  achievement  of  established  goals  and  provide 
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consistent  and  readily  available  information  on  the  work  process  for 
all  functions  of  the  division. 

Our  review  of  the  development  process  of  the  division's  new 
database  system  revealed  that  planning  for  the  system  was  incomplete. 
For  example,  at  least  one  section  did  not  receive  its  users'  manual 
prior  to  implementation  of  the  system  in  that  section.  In  addition, 
the  division  has  not  completed  the  design  work  for  the  work  flow  for 
the  automation  of  compensation  payments.  The  effect  of  this 
incomplete  planning  cannot  be  quantified  at  this  time. 

Our  review  of  division  organization  and  reporting  has  shown  the 
need  for  more  effective  communication  between  units  and  a  review  of 
some  job  duties.  Throughout  our  evaluation  of  division  work  flow  we 
noted  a  lack  of  knowledge  by  many  staff  members  of  division  activity 
outside  their  particular  work  area.  To  some  extent  this  has  hindered 
the  development  of  a  "team  concept"  and  Umited  staff  incentive  to 
address  work  flow  problems  between  areas.  We  also  noted  conflicting 
views  among  division  staff  relating  to  division  policy  and  of  how 
particular  procedures  are  performed.  For  example,  some  staff  believe 
purging  of  file  retrievers  is  up  to  date  while  others  say  it  has  been 
neglected . 

In  Chapter  II  we  present  information  showing  the  effects  of 
delayed  reviews  of  files  by  the  Reserve  Analyst.  Division  management 
set  the  job  duties  of  this  position  to  include  several  clerical  functions. 
This  has  prevented  the  analyst  from  concentrating  on  actual  reserving 
tasks  and  resulted  in  untimely  i^eview  of  reserves.  The  division  should 
establish  job  duties  for  all  staff  to  provide  for  successful  completion 
of  assigned  tasks. 

STAFFING,    DIRECTING,   AND  CONTROLLING 

The  responsibility  to  carry  out  the  plans  of  an  organization 
within  a  prescribed  organizational  structure  Lies  with  management. 
Division  management  directs  and  controls  the  activities  of  the  staff  1o 
see  that  objectives  are  met  with  I'easonable  efficiency. 

The  issues  discussed  in  previous  chapters  are  indications  of  where 
management     could    improve    in     directing    and    controlUng    of    staff 
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activities.  For  example,  on  page  11  of  Chapter  II  we  discussed 
inefficiencies  thai  have  occurred  because  file  tracking  forms  are  not 
used  by  the  appropriate  staff.  We  believe  use  of  these  forms  would 
reduce  the  number  of  "lost"  files  and  speed  the  processing  of  claims. 
Some  management  activities  which  are  not  discussed  in  previous 
chapters  relate  to  training  and  staff  meetings. 

One  possible  cause  for  the  lack  of  knowledge  of  overall  division 
activities  by  some  staff  members  is  the  limited  job  specific  training 
provided  to  the  staff.  We  found  that  documented  training  given  to 
staff  is  of  a  general  nature  and  not  directly  related  to  the  workers' 
compensation  process.  Although  the  division  has  given  some 
undocumented  in-house  training,  we  were  not  able  to  evaluate  it.  The 
division  should  keep  better  documentation  of  training  received  by 
individual  staff  members.  This  would  help  the  personnel  officer  make 
decisions  on  tradning  needs.  One  training  need  to  consider  would  be 
cross-training  of  the  various  unit's  staff.  The  division  has  recently 
begun  training  in  relation  to  the  new  computer  system.  In  addition, 
the  division  has  estabhshed  a  training  program  for  new  claims 
examiners . 

Another  possible  cause  for  the  lack  of  knowledge  of  overall 
division  activities  relates  to  communications.  Communications  between 
sections  is  limited  to  some  extent  due  to  the  infrequent  use  of  staff 
meetings  to  keep  personnel  informed  of  changes  and  to  discuss 
identified  problems.  Although  staff  meetings  are  one  method  of 
improving  communications,  management  should  also  consider  division 
organization  and  reporting  structures  and  their  effects  on 
communications.  For  example,  we  noted  that  one  reason  file  tracking 
forms  were  not  being  used  was  because  of  the  lack  of  unified 
authority  over  the  File  Room  and  the  Claims  Management  Section. 
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CONCLUSION 

In  earlier  chapters  we  made  several  recommendations  which,  if 
implemented,  would  improve  division  operations.  There  are  some 
additional  steps  that  division  management  could  take  to  further 
improve  opei'ations.  As  mentioned  at  the  beginning  of  this  chapter, 
division  management  has  taken  a  reactive  approach  because  of  limited 
resources.  While  this  method  will  eventually  result  in  progress  being 
made,  it  also  results  in  some  areas  being  neglected.  A  more  active 
management  approach  can  often  prevent  a  problem  from  occurring  and 
later  becoming  a  priority  item.  Some  management  controls  that  should 
be  considered  include: 

—  formal  written  policies  and  procedures  for  all  units  of  the 
division; 

—  evaluation  of  organization  and  reporting  strvictures  and  more 
frequent  staff  meetings  to  improve  communications; 

—  documentation  of  training  given  and  training  needed;   and 

—  cross-training  of  selected  unit  staff. 

RECOMMENDATION   #17 

WE  RECOMMEND  THE  DIVISION  DEVELOP  AND  IMPLEMENT 
MANAGEMENT  CONTROLS  TO  MAKE  IMPROVEMENTS  IN  THE 
AREAS  OF  POLICIES  AND  PROCEDURES,  COMMUNICATIONS, 
AND  TRAINING. 
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AGENCY  RESPONSE 


DEPARTMENT  OF  LABOR  &  INDUSTRY 

DIVISION  OF  WORKERS'  COMPENSATION 


TEDSCHWINDEN    GOVERNOR 


MARGARET  "PEG"  CONDON  BLDG 
5  SO    LAST  CHANCE  GULCH 


STATE  OF  MONTANA 


June  2b,    1987 


Scott  A.  Seacat 

Legislative  Auditor 

OFFICE  OF  LEGISLATIVE  AUDITOR 

State  Capitol  Building 

Helena.  MT    b9faz!0 


HELENA,  MONTANA  59601 


JUN^6  1987 

MONTANA  LEGISLATIVE 
AUDITO.'^ 


Dear   Mr.    Seacat: 


Enclosed  is  the  Division's  response  to  your  o 
pertormance  audit  ot  our  agency.  Given  the  p 
your  statt,  we  appreciate  their  ettorts  to  co 
in  a  timely  manner  as  well  as  maintaining  the 
review.  What  is  most  appreciated,  however,  i 
voritication  that  the  most  important  responsi 
dealing  with  claimants  and  employers,  are  bei 
handled  properly  in  spite  ot  substantial  work 
the  statt.  Your  recommendations  tor  improvem 
most  part  directed  at  technical  and  processin 
will  be  tocusing  statt  attention  to  those  det 
coming  year. 


ttice's  recent 
ressures  imposed  on 
mplete  the  process 

quality  ot  the 
s  your  independent 
bilitics,  those 
ng  managed  and 
loads  assigned  to 
ent  are  tor  the 
g  problems.   We 
ails  throughout  the 


We  are  pleased  you  have  determined  that  those  areas  ot  greatest 
impact  and  importance  such  as  adequacy  ot  reserves,  lump  sum 
settlements,  claim  management,  wage  compensation  payments, 
administrative  costs,  and  rate  setting  procedures  are  reasonable 

The  Division  personnel  will  continue  to  take  a  people  sensitive 
approach  to  the  management  ot  the  workers'  compensation  system 
by  emphasizing  service  to  claimants  and  employers. 


Sincerely  yours. 


ROBERT  J .  ROBINSON 
Admi  ni  s trator 


RJR/bac 
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Division  Telephones: 

Administration 

Insurance  Compliance 

Safely 

4064446518 

406-444-6530 

406-444-6401 

.cP 


AN  EQUAL  OPPORTUNITY  EMPLOY ER- 


ffJ^Ctnfr^  i  tfOffmS   I 


DIVISION  OF  WORKERS"  COMPENSATION 

Res ponse  to  Legislative  Pertormance 

AUDIT  RECOMMENDATIONS,  SPRING  i9B7 


KECOMMENDA^riO^  tt  i 

WE  RECOMMEND  THE  DIVISION  ADOPT  A  FORMAL  FILE  PURGING 

SCHEDULE  AND  ESTABLISH  PROCEDURES  REQUIRING  THE  TIMET. Y 

CREATION  OF  MICROFICHE. 
AGENCY  RESPONSE 

The  Division  has  consistently  tollowed  a  policy  ot 
purging  the  oldest  year's  claim  files  on  an  annual  basis. 
Procedures  lor  implementing  this  activity  have  been  basically 
the  same  tor  many  years.  It  the  first  part  ot  the 
recommendation  contemplates  committing  this  policy  and 
procedure  to  writing,  we  concur. 

We  concur  with  the  second  portion  of  the  recommendation 
and  wi  I  J  establish  procedures  requiring  the  timely  creation  ot 
microtiche  as  time,  staff,  and  funds  are  available. 

The  body  of  the  report  states,  "Developing  a  required 
purging  and  microfiche  schedule  would  provide  more  available 
space  tor  active  files,  eliminate  the  need  for  stacking  thick 
files  in  a  separate  area,  and  clear  more  storage  space." 
Developing  a  schedule  will  not  provide  more  available  space  tor 
active  files  nor  will  it  prevent  the  need  for  stacking  thick 
tiles  in  a  separate  area.  The  only  way  purging  can 
resolvethese  problems  is  to  speed  up  the  removal  ot  file;  i.e., 
purge  more  than  one  year  and  possibly  create  other  problems  ot 
a  more  serious  nature. 

The  report  also  states  we  use  different  procedures  and 
criteria  each  year.  Since  the  report  did  not  specify  which 
procedures  or  criteria,  we  are  unable  to  comment.  Management 
has   changed   some   procedures   over   the   years   with   valid 
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Just  i  1 1  cat  i on . 

KE  CCMMENJDAT  10N_^  i2 

WE  RECOMMEND  THE  DIVISION  EVALUATE  THK  SPACE  ALLOCATION 

EOR   THE   FILE   ROOM   AND   PROVIDE   ADEQUATE   SPACE   AND 

SHELVING. 
AGE NCY_  RESPONSE 

Concur.  The  Division  has  evaluated  the  space  allocdtlon 
tor  the  File  Room  and  determined  there  is  no  additional  space 
available  without  causing  similar  problems  in  other  units 
within  the  Division.  The  audit  report  did  not  specit/  how 
space  would  be  re-allocated  within  the  Division  or  Identity 
additional  space  available  or  space  not  properly  used. 

The  stacking  ot  tiles  is  not  so  much  the  result  ot 
inadequate  space,  but  more  a  function  ot  the  constant  demand 
tor  tiles  by  other  units  within  the  Division.  The  way  to  solve 
the  problem  is  to  develop  a  system  which  reduces  the  demand  tor 
tiles,  not  merely  to  provide  additional  space  or  shelving.  As 
mentioned  elsewhere  in  the  auditor's  report,  such  systems  are 
bi  ng  implemented. 

RECOMMENDATION  13 

WE  RECOMMEND  THE  DIVISION: 

A.  REQUIRE  FILE  TRACKING  FORMS  TO  BE  UTILIZED  BY  ALL 
STAFF  MEMBERS. 

B.  EVALUATE    AND    ADJUST   WORK    AREAS    FOR    CLAIMS 
EXAMINERS. 

AGENCY  RESPONSE 

Do  not  concur. 

A.  A  manual  tile  tracking  system  would  create 
additional  workload  tor  the  File  Room  staft  to  handle. 
It  one  tile  tracking  torm  is  not  prepared  or  is  not 
tiled,  the  entire  system  would  break  down. 
Consideration  had  been  given  to  an  automated  tracking 
system  but,  due  to  funding  considerations,  was 
postponed.    In  any  case,  with  the  advent  ot   the  new 
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claims  system,  the  need  tor  use  ot  the  physical  tjje 
should  not  be  as  great.  File  location  should  not  be  as 
great  an  issue. 

B.  Work  areas  for  claims  examiners  in  present  and 
anticipated  module  contiguration  are  adequate.  Work 
surtace  area  approximates  3,45b  square  inches  tor  each 
individual.  By  contrast,  individuals  working  in  a 
standard  ottice  utilizing  a  desk  and  credenza  would  use 
approximately  3,019  square  inches  ot  work  surtace.  Once 
the  number  ot  claims  assigned  each  examiner  is  reduced 
to  a  manageable  level  and  the  need  tor  claimant  tiles 
restricted,  assigned  space  should  satisty  the  needs. 

RECOMMENDATION  #4 

WE   RECOMMEND   THE   DIVISION   DEVELOP   APPLICABLE   FORMAL 

POLICIES   AND   PROCEDURES   FOR   CLAIMS   PROCESSING   JN  THK 

CLAIMS  MANAGEMENT  SECTION. 
AGENCY  RESPONSE 

Concur.  The  Division  will  develop  tormal  policies  and 
procedures  as  time  and  statt  permit.  This  process  was  started 
prior  to  the  audit.  A  statt  member  has  already  been  a-jsignod 
the  responsibility  ot  preparing  a  tirst  draft. 

We  take  exception  to  the  statement  that  claims  examiners 
receive  limited  training.  In  tact,  a  significant  amount  ot 
training  is  currently  provided.  For  example,  the  last  Claims 
Examiner  1  positions  tilled  were  not  assigned  a  caseload  lor 
nearly  six  months.  During  that  time,  the  claims  examiner 
received  extensive  on  the  job  and  classroom  training  from  the 
Claims  Supervisors. 

RECOMMENDATION  ttS 

WE  RECOMMEND  THE  DIVISION  ESTABLISH  CONTROLS  OVER  THK 
PAYMENT  OF  VOCATIONAL  REHABILITATION  PROVIDER  BILLS. 

AGENCY  RESPONSE 

Concur.    The   claims   examiners   currently   review   and 

initial  the  vocational  rehabilitation  provider  bills  which  are 
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Bonl  lo  the  Medical  Pay  Unit  tor  processing.  As  time  and  tunds 
permit,  we  wi  J  1  incorporate  appropriate  codes  and  audits  in  the 
new  data  processing  database  system. 

Although  it  is  not  covered  in  the  recommendation,  the 

Legislative  Auditor's  report  discusses  overlapping  procedures 
between  the  claims  examiner  and  medical  pay  technicians.   We  do 

not  agree  with  the  implication  the  ettorts  ot  these  two  units 

are   overlapping.    The   claims   examiners   and   medical   pay 

technicians  review  medical  bills  tor  ditterent  purposes.   Even 

though  they  may  catch  mistakes  or  errors  made  by  the  other 

unit,   the   process   is   not   duplicative   or   overlapping.    We 

believe   a   review   by   the   claims   examiner   and   the   medical 

technician  assures  proper  amounts  are  paid  on  specitic  bills 

and  duplicates  are  identified. 

RECOMMENDATION  tt6 

WE  RECOMMEND  THE  DIVISION  EVALUATE  JOH  DUTIES  OE  THE 
RESERVE  ANALYST  TO  ALLOW  FOR  MORE  TIMELY  ESTABLISHMENT 
AND  REVIEW  OF  CLAIM  RESERVES. 

AGENCY  RESPONSE 

Concur.  Additional  time  and  statt  are  needed  to  improve 
the  guality  and  timeliness  of  reserve  reviews.   A  halt  time 

employee  was  recently  hired  to  assist  the  Reserve  Analyst  in 

performing   some   ot   the   required   clerical   duties.    The 

position's  workload  demands  cannot  be  reduced  or  eliminated. 

Necessary  tasks  have  to  be  performed  regardless  of   limited 

Stat  f  . 

The  statement,  "We  found  the  reserves  on  Inactive  cases 
have  not  been  reviewed  in  a  timely  manner."  is  not  justified  by 
the  analysis  conducted  only  on  the  date  ot  last  compensation 
payment.  Files  having  no  compensation  payments  tor  a  six-month 
period  do  not  necessarily  indicate  the  case  should  be  closed. 
Certain  circumstances  warrant  the  retention  of  the  file  in  an 
active  status  such  as: 

a.     A  new  claim  which  has  yet  to  pay  medical  or  wage 
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compensation  benefits, 

b.  Claims  where  settlements  are  pending, 

c.  Claims  with  outstanding  overpayments, 

d.  Claims  involving  prosthetic  appliances, 

e.  Claims  in  litigation. 

RECOMMENDATION  »7 

WE   RECOMMEND   THE   DIVISION   ESTABLISH   FORMAL   REVJEW 

PROCEDURES  FOR  THE  RESERVE  PROCESS. 
AGENCY  RESPONSE 

We  do  not  concur  with  this  recommendation  it  the  auditor 
is  suggesting  an  on- going  ,  atter-the  tact  review.  Such  a 
system  wouJd  be  excessively  time  consuming.  Current  procedures 
are  now  in  place  which  provide  tor  adequate  reserving. 

All  claims  reserved  in  excess  ot  $100,000  are  reviewed 
and  discussed  with  the  Claims  Manager.  The  reserve  analyst  is 
in  daily  contact  with  the  claims  supervisors  to  discuss  and 
analyze  the  more  serious  and  ditticult  claims.  In  addition, 
the  Division  contracts  with  an  actuarial  tirm  to  conduct  a 
" protessional "  review  of  the  State  Fund  which  includes  an 
evaluation  ot  the  adequacy  and  accuracy  ot  reserves. 

RECOMMENDATION  |8 

WE  RKCOMMKND  THE  DIVISION  ENSURE  HISTORICAL  RESERVE  DATA 
BY  INJURY  TYPE  IS  COMPILED  ON  THE  NEW  COMPUTER  SYSTEM. 
AGENCY  RESPONSE 

Concur.  Trend  data  and  reserve  analysis  programs  should 
be  written  to  monitor  the  ettects  ot  court,  actuarial,  and 
policy  trends  on  the  level  ot  reserve  amounts.  The  new 
computer  system  will  have  components  that  will  allow  lor 
development  ot  such  reports  (part  ot  body  injured,  accident 
diagnosis,  amounts  and  dates  ot  reserve  increases  and 
decreases,  etc.)  As  time,  statf,  and  funds  permit,  programs 
wilJ  be  written  to  provide  historical  perspective.  The  nature 
ot  workers'  compensation  and  the  volatility  and  uncertainty 
that  relate  to  many  variables  make  historical  data  ot  marginal 
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vdluG  tor  most  purposes. 

RECOMMENDATION  £9 

WE   RECOMMEND   THE   DIVISION  AUTOMATE   THE   PROCESSING  OF 

COMPENSATION  CHECKS. 
AGE  N  ex.  RESPONSE 

Concur.  Impieraentation  ot  the  automated  compensation 
chock  process  is  scheduled  tor  later  this  year. 

RECOMMENDATION  #10 

WE  RECOMMEND  THE  DIVISION  EVALUATE  THE  ADEQUACY  OE  JTS 

EXISTING  PHONE  SYSTEM. 
AGENCY  RESPONSE 

Concur.  Although  this  audit  does  not  include  any 
specltics  other  than  a  phono  stacker,  we  requested  and  have 
received  a  report  trom  the  Telecommunications  Bureau.  They 
conducted  an  analysis  and  provided  several  suggestions  which  we 
arc  considering. 

RECOMMENDATION  ttll 

WE    RECOMMEND   THE    DIVISION   CODE    CONTRACTED    l.KGAF, 

EXPENDITURES   TO   THE   PROPER   EXPENDITURE   OBJECT    IN 

ACCORDANCE  WITH  STATE  ACCOUNTING  POLICY. 
A^^KNi^ Y_  RESPONSE 

Concur.  The  present  computer  system  does  not 
distinguish  contracted  legal  expenditures  from  other  types  ot 
legal  expenditures.  When  the  new  computer  system  is 
implemented  and  contracted  legal  expenditures  are  recorded 
separately,  they  will  be  reported  to  SBAS  in  the  proper 
expenditure  object. 

RECOMMENDATION  tti2 

WE  RECOMMEND  THE  DIVISION  EVALUATE  THE  NEED  FOR  STRONGER 
CONTROL  OVER  EMPLOYER'S  OBTAINING  PROPER  COVERAGE. 

AGENCY  RESPONSE 

Do   not   concur.    It   an   employer   has   a   workers' 
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compensation  policy  with  the  State  Fund,  he  has  the  proper 
coverage  regardless  in  what  class  code  he  reports  wages.  It  it 
is  discovered  an  employee's  wages  were  reported  on  one  class 
code  and  the  claim  torm  indicates  the  employee  was  working  in 
another,  the  Policy  Services  Unit  indicates  this  on  the  claim, 
assigns  the  proper  class  code,  and  requests  an  audit.  The 
insurer  is  still  responsible  tor  paying  the  claim  as  coverage 
cannot  be  denied  because  wages  were  reported  in  the  wrong  class 
code . 

The  text  ot  the  report  implies  an  employer  can  obtain 
coverage  atter  an  accident  has  been  reported.  This  is 
incorrect.  The  employer  must  have  a  policy  in  etfect  prior  to 
the  date  ot  an  accident  before  a  claim  is  accepted. 

Proper  premiums  are  verified  through  the  payroll  audit 
process.  This  report  did  not  specify  controls  (except 
imposing  penalties)  -  which  would  prevent  an  unscrupulous 
employer  trora  deliberately  not  reporting  employees  until  attor 
an  accident  or  reporting  employees  in  the  wrong  class  code.  We 
believe  payroll  audit  is  the  best  method  ot  identifying  and 
resolving  this  potential  problem. 

RECOMMI'.NDATION  tti3 

WE  RECOMMEND  THE  DIVISION: 

A.  CHARGE  INTEREST  ON  OVERDUE  PREMIUM  ACCOUNTS. 

B.  SEEK  STATUTORY  AUTHORITY  TO  ASSESS  PENALTIES  ON 
OVERDUE  PREMIUM  ACCOUNTS. 

AGENCY  RESPONSE 
Concur . 

A.  The  Division  does  not  currently  have  the  capability 
to  charge  interest  on  past- due  accounts.  Charging 
Interest  on  those  accounts  which  are  guaranteed  by  cash 
deposits  does  raise  some  proprietary  questions, 
however.  For  the  fiscal  year  ending  June  30,  1986,  the 
State  Fund  held  in  excess  of  $800,000  in  cash  deposits 
which,  at  least  in  theory,  generated  interest  income  for 
the  Fund.   Charging   interest  on  past-due  premiums  on 
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those   firms   would   likely   be   considered   a   duplicate 

assessment  and  certainly  unfair.   Therefore,  all  aspects 

of   such   a   program   will   need   consideration.    The 

statement  that  "the  Fund  lost  interest  income  of 
approximately  $29,000"  probably  did  not  consider  that 

interest   on   the   cash   deposits   generated   revenue, 

estimated.  $aO,000  annually  (800,000  0  10%). 

Concur . 

B.    The   Division   will   consider   and   evaluate   the 

possibilities  of  seeking  legislative  authority  to  impose 

penalties  on  past-due  premiums. 

RECOMMENDATION  ttl4 

WE  RECOMMEND  THE  DIVISION: 

A.  ENSURE  THE  SYSTEM  PROVIDES  A  SUSPENSE  FILE  FOR 
RESERVE  TRANSACTIONS,  COMPENSATION  PAYMENTS.  AND 
MEDICAL  PAYMENTS  FINANCIAL  ADJUSTMENTS. 

B.  AUTOMATE  THE  INITIAL  RESERVE  PROCESS. 

C.  ENSURE  THE  RESERVE  ANALYST  DOCUMENTS  CHANGES  IN 
RESERVE  ESTIMATES. 

AGENCY  RESPONSE 
Concur . 

A.  Providing  an  automated  suspense  function  tor 
monitoring  all  rejected  financial  transactions  is  in  the 
best  interest  of  the  Division.  We  will  pursue  this 
recommendation  during  this  biennium  it  tunds  and  staff 
become  available. 

B.  This  could  be  incorporated  into  the  present  system 
along  with  the  implementation  of  the  compensation 
benefits  functions  scheduled  for  Implementation  later 
this  year  if  the  assignment  of  initial  reserves  is  a 
specific  amount  for  all  claims.  If  the  reserved  amount 
varies  based  on  part  of  body  injured,  nature  of  injury, 
diagnostic  or  various  other  criteria,  this 
recommendation  will  require  additional  staff  time  and 
programming  not  available  until  the  next  biennium. 
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C,   Procedure  design  will  incorporate  a  combination  ot 

an  audit  trail  ot  accepted  transactions  generated  by  the 

system  daily,  dally  reconciliation  control  through  the 

Accounting   Section,   and   a   manual   logging   system   to 
ensure  that  all  adjustments  to  estimates  are  monitored. 

Adjustments  by  claim  will  be  available  tor  historical 

analysis  and  individual  inguiry. 

RECOMMENDATION  tti b 

WE  RECOMMEND  THE  DIVISION  PERFORM  A  POST-  IMPl.HMENTAT  I  ON 

REVIEW  OF  THE  NEW  COMPUTER  SYSTEM. 
AGENCY  RESPONSE 

Concur.  The  Division  will  provide  analyst  support  to 
the  production  system  with  the  sole  purpose  ot  identifying  and 
circumventing  possible  worktlow  backlogs,  inett i ciencies,  and 
other  problems  that  may  result  in  data  errors.  Once  the  system 
is  operating,  post  implementation  review  can  be  accomplished 
and  resources  can  be  dedicated  to  the  task. 

RECOMMENDATION  ttib 

WE  RECOMMEND  THE  DIVISION  REVISE  ITS  SECURITY  POLICIES 

TO: 

A.     INCLUDE    THE    IMPORTANCE    OF    LOGGING    OFF    AN 

UNATTENDED  TERMINAL. 

H.     MAINTAIN  AND  PERIODICALLY  REVIEW  ADEQUATE  SECURJTY 

DOCUMENTATION  TO  ENSURE  THAT  USERS  HAVE  THE  PROPER 

LEVEL  OF  ACCESS. 

C.     MONITOR   ADHERENCE   TO   THE   PASSWORD   POLICY   ON   A 

PERIODIC  BASIS. 

AG ENCY  RESPONSE 

Concur  with  aii      three  recommendations.    The  Division 

will  complete  development  ot  the  security  policy  and  monitoring 

activities.   This  includes,  but  is  not  limited  to,  development 

ot  security  access  documentation  by  Division  position,  complete 

revision  and  improvement  ot  the  Division  policy  on  computer 

access  security  to  include  the  recommendations  provided  above. 
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and  regular  review  ot  the  various  user  sections  with  increased 
user  supervisor  involvement  to  ensure  ontorcemont  ot  such 
things  as  changes  to  passwords  on  a  regular  basis  and  toliowing 
proper  logott  procedures. 

KE COMMENDATION  ttl/ 

WE    RECOMMEND   THE    DIVISION   DEVELOP    AND    JMPl.KMKNT 
MANAGEMENT  CONTROLS  TO  MAKE  IMPROVEMENTS  IN  THE  AREAS  OF 
POLICY,  PROCEDURES,  COMMUNICATIONS,  AND  TRAINING. 
AGENCy_  RESPONSE 

Concur.  This  general  recommendation  would  apply  to  all 
organizations,  both  public  and  private,  who  manage  complex 
operations.  As  noted  in  the  cover  letter,  the  audit  review 
disclosed  many  areas  which  are  operating  according  to  statutory 
Intent  and  sound  management  principles.  The  continuance  and 
improvement  ot  the  Division's  service  to  injured  workers  and 
their  employers  is  our  primary  goal. 

Suggestions  in  Chapter  VIII  should  be  claritied  tor  the 
bcnotit  ot  interested  parties. 

1.)  Reserve  reviews.  The  report  implies  the  process 
may  be  untimely.  By  contrast,  the  purpose  tor  which 
reserves  are  established  is  confirmed.  Claims  are 
timely  reviewed  and  estimated  liabilities  established 
which  enable  the  Fund  to  determine  loss  experience,  set 
premium  rates,  and  assign  employer  experience 
moditication  tactors.  This  ettort  is  then  reviewed  both 
in  principle  and  in  the  aggregate  by  the  consulting 
actuary  before  tinal  management  decisions  are  made  on 
rate  making. 

2.)  Training.  Although  personnel  tiles  may  not  reflect 
some  of  the  inhouse  training  efforts,  a  great  deal  of 
time   and   resources   have   been   devoted   to   educating 
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Division  personnel  on  the  use  and  operations  ot  data 
systems;  eg.,  the  implementation  ot  the  new  Policy 
Services  system  and  the  implementation  ot  the  Accident 
Cataloging  system. 

i.)  Planning.  Extensive  information  programs  rire 
planned  tor  the  Implementation  ot  the  now  data  base 
medical  and  compensation  payment  systems.  Traininq 
schedules  are  in  the  development  stage  tor  claims 
examiners,  and  cross  training  ot  unit  personnel  takes 
place  as  time  and  workload  demands  permit. 
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